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FOREWORD 


The writing of a comprehensive text book on modern accounting 
is an ambitions project. The range and diversity of the topics 
which must be discussed, the planning and working of innumerable 
examples, the reproduction of countless specimen forms, and the 
meticulous care which must be given to manifold other details 
make the task one whieli can be done only by authors with experience 
and enthusiasm for teaching such as are })ossessed by few men. 
One quick glance through the Tables of Contents, or through the 
indexes, to these three volumes will in itself demonstrate the size 
and complexity of the work. 

But, formidable as they are, these mechanics of the preparation 
of an advanced accounting text are by no means the only difficulties 
with which the authors of these volumes have had to grapple. 
Accounting doctrine has very largely been re-cast or re-stated in 
recent y(‘ars, and the process of revision of ac^counting theory is 
still going on—probably more rapidly today than ever before 
in the history of accounting. A text based on accepted theories 
of ten or fifteen years ago would be hopelessly out-of-date today. 
Most experienced ac^coimtancy teachers and examiners are convinced 
that the troubles of students are due, not so much to inherent 
difficulti(\s in the working of exercises, as to the inadequacies and 
inconsistencies of accounting theor}^ as expounded in standard 
text-books. Moreover, it is becoming increasingly evident that 
j)rogress in the practice of accounting—particularly in such 
important aspects as the development of analytical devices and 
refinement of accounting statements—is hindered by imperfect 
understanding of the doctrines, conventions and assumptions on 
which the art of accounting is based. 

Consequently, a modern accounting text, if it is to be of use to 
students or to practitioners, must expound and explain a coherent 
body of accounting theory, and must show how that body of theory 
is consistently applied in the solution of a wide variety of practical 
problems, dust as the descriptive parts of a text such as this call 
for thoughtful planning, breadth of teaching experience and infinite 
capacity for taking pains, so do the philosophical aspects demand 
vision, analytical ability and reasoning powers of the highest order. 

If these are the attributes of the successful authors of a modem 
text on advanced accounting, no greater compliment can be paid to 
the authors of these volumes than to say that they have achieved 
a notable success. These are thoroughly good books: they have 
been needed in Australia for a long time. A generation of students 
and of teachers will be grateful to their authors, and there will be 
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few, if any, practitioners of accounting who will not get stimulus 
and additional knowledge from their pages. 

Believing this, I feel that I have been greatly honoured by the 
invitation to write a foreword for the second edition. I do so 
the more gladly because it gives me the opportunity to offer my 
congratulations to the authors on an excellent performance of a 
most difficult task and to recommend students, teachers and 
practitioners alike to use these volumes, as I shall do myself. 


Melbourne, 
July, 1949. 


A. A. FitZ(JERALD. 



PREFACE 


The gratifying reception aifordcd to the first edition of Advanced 
Accminting by practitioners, students and by reviewers in Australia 
and overseas, and the fact that the work is now the prescribed 
text)) 0 <)k of Universities, Technical Colleges and Accountancy 
Institutes, necessitate the ])ublication of a new edition. 

In revising the text, to which considerable new matter has been 
added, we felt that our readers would be best served if the 
subject-matter were re-arranged into three volumes so as to permit 
of a more logical sequence of topics. 

The task of re-arrangement was simplified by the publication 
recently of our “Accounting Fundamentals’^ which forms an 
introduction to this advanced work and which covers what is 
generally termed “Intermediate Accounting”. 

As reconstituted, Volume 1, deals with Accounting Theory, 
Financial Accounting relating to partnerships and companies, and 
Fidiudary Accounting. Managerial Accounting, and Financial 
Accounting applicable to particular undertakings are treated in 
Volume 2, whilst Volume 3 is confined to Valuation and 
Interpretative Accounting. 

The justification for these volumes lies in the tremendous strides 
which the accountancy profession has made in the last twenty-five 
years. This rapid progress has resulted in the publication of a 
considerable amount of accounting literature both in Australia and 
overseas, and since most of it is in pamphlet form and the remainder 
scattered here and there in various books, it has become increasingly 
difficult for the busy practitioner to keep up-to-date, and for the 
student to have available all the sources from which to learn modern 
accounting principles. 

Besides examining and restating hitherto “established” 
conventions and doctrines, we have had to cover considerable 
extension of the scope of the services rendered by the accountant 
to the community, and evidence discloses a trend towards an 
increasing sphere of accounting practice in the years ahead. The 
increase in the complexity of our economy has resulted in accounting 
problems having become correspondingly complex; today accounting 
is a highly intricate art involving matters of law, economics, 
mathematics and other arts and sciences. An increasing need for 
accurate financial accounting is created by the fact that a great 
many of our industrial organizations are owned and financed by 
persons other than the directors and managers. Our governments 
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in their taxation and regulation of business operations also require 
accurate and extensive information. 

Wherever it was considered that a knowledge of the law connected 
with any particular type of accounts was necessary, sufficient 
explanation of that law has been given in order to make the text 
as self-contained as possible. 

To assist the student, numerous illustrative examples have been 
provided, and at the end of each chapter progressively graded 
examination questions have been included. The majority of these 
questions are from recent examination papers of Universities, 
Accountancy Institutes and other similar examining bodies to whom 
acknowledgment is gladly given. 

In addition to those whose assistance we have acknowledged 
j)reviously, we are grateful to Messrs L. Lee, B.A., B. Com., 
A.A.U.Q., A.C.I.S., and L. A. McPherson, A.F.I.A., A.C.I.S., 
for reading the manuscript and making helpful suggestions. 

We desire to cxf)ress our appreciation of the encouragement 
and interest shown by Mr A. A. Fitzgerald, B. (k)m., F.I.C.A., 
F.C.I.S., in the preparation of these volumes. We also thank him 
for his generosity in Avriting the Foreword. 

Acknowledgement is made to the lnstitut(‘ of ChartenMl 
Accountants in England and Wales and to the Institute of Chartered 
Aceountants in Australia for j)erniission to re])rint their “KxM/oin- 
mendations on x4ccounting Principles'’. 


Sydney 

15th August, 1949 


B.K. Y. 
E. B. S. 
S.B.B. 
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Introduction, 

Accountancy, one of the newer professions, has grown rapidly 
during the past twenty-five years and extensive developments 
have been made in the period between the two Great Wars. So 
rapid has been the development, and of so varied a nature, that 
progress has necessarily been along individualistic lines. Until 
very recent years each a(;eounting practitioner, or body of prac¬ 
titioners, has tended to adopt a particular mode of procedure ; 
there has been little corporate thinking and planning as to the 
methods of the profession. 

During the last few years emphasis has been placed on a statement 
of accounting practices with the aim, not necessarily of standardiza¬ 
tion, but of clarification, and, as it were, a codification of the^e 
practices. Efforts have been made to formulate and state the con¬ 
cepts which underlie accounting practices. The varying accounting 
procedures have been studied in an endeavour to deduce from them 
recognised rules of procedure. It is realised by accountants that 
the concepts of accounting must be explicitly stated before con¬ 
sistency in their application can be attained. 

Since accounting (measuring and communicating as it does 
economic forces in financial terms) is an art and not a science, it is 
difficult to reduce accounting practice to a rigid set of rules. The 
proper interpretation of the accounting procedure to be adopted 
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in a particular case must be left to the discretion of the individual 
practitioner. This fact has led to considerable discussion amongst 
accountants as to whether it is correct, or even desirable, to designate 
any accounting practices by the name of principles. Terms which 
do not suggest such a rigid comphance, nor imply a universal accept¬ 
ance, as does the term “ principle ” have been suggested as better 
designations. Conventions, rules, techniques, doctrines and such 
like words have been adopted by various authorities to describe 
accounting practices. Many of these “ rules ” have not yet achieved 
authoritative institutional backing, yet there is a general acceptance 
amongst accountants of a desire to afford a fuller disclosure of the 
basis upon which the theory of accounting rests. 

In this introductory chapter, it is suggested that no good purpose 
will be achieved by a discussion of the debatable subject as to 
whether accounting practices can, at the present stage of the 
development of the profession, be termed principles of accounting 
or not. Such a discussion is mainly one of academic interest, but 
there are certain basic conventions and doctrines of accounting 
of which there is a fairly general acceptance amongst accountants, 
and these will be discussed. 

Unless certain general assumptions (called herein accounting 
conventions) regarding the fundamentals of at^counting procedure 
are recognised as more or less axiomatic, the art of accounting 
cannot exist. After an acceptance (explicit or implied) of these 
general accounting conventions, there exists a much more con¬ 
troversial set of accounting doctrines which, though not, perhaps, 
generally acknowledged, afford a guide towards a standardised 
method of procedure in particular cases. The need for these 
doctrines arises in the carrying out of the accounting methods 
consequent upon the acceptance of the accounting conventions. 
These doctrines are merely suggestive, it being realised that at this 
period in the growth of the profession, any doctrines stated will 
be subject to modification to meet individual cases and circum¬ 
stances. 


ACCOUNTING CONVENTIONS. 

The basic accounting conventions are, as it were, the foundation 
upon which the generally accepted accounting doctrines and also 
principles (if and when accepted) are erected. Conventions are, 
more or less, taken for granted for without an acceptance of them 
accounting, as we know it, is not possible. From the establishment 
of this foundation a profession has been built which can then 
formulate accounting doctrines and principles for its practice. 

It is only in recent years that attention has been directed towards 
stating and studying the basic conventions of the accountancy 
profession and even more recently a move has been made towards 
formulating and setting down for the guidance of practising account¬ 
ants, generally accepted accounting doctrines. The statement of 
the basic conventions is of more interest academically than is the 
standardization of accoimting doctrines which are of more practical 
importance and assistance to accountants. 
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Some of the basic accounting conventions are :— 

1. THE ACCOUNTING ENTITY CONVENTION. 

2. THE HISTORICAL RECORD CONVENTION.* 

3. THE MONETARY CONVENTION. 

4. THE ACCOUNTING EQUATION CONVEOTION. 

5. THE CONTINUITY OF ACTIVITY CONVENTION. 

6. THE ACCOUNTING PERIOD CONVENTION. 

7. THE RECOGNITION OF LAW CONVENTION. 

1. The Accounting Entity Convention. 

The first essential basic accounting convention is that the business 
undertaking is regarded as distinct from its proprietorship. For 
accounting purposes the business exists, or is given an existence, 
in its own right. 

One of the first problems confronting a business enterprise is 
whether its accounting records are to be prepared on behalf of the 
enterprise or on behalf of the owner of the enterprise.It is a gener¬ 
ally accepted accounting convention that the enterprise and not 
the owner must be the accounting unit. This is most obvious 
in the case of a company where the accounting system is necessarily 
prepared for the company operatmg as a business unit and even 
shareholders in the company may themselves have accounting 
transactions with the company, e.g., when they receive dividends 
or purchase goods. The company will, in its accounting system^ 
record the fact that a certain person is a member of the company 
but it will not record in its accounts the purchase price of the shares 
he may have acquired from another person. This fact and the 
amount of the purchase will, if the shareholder keeps an accounting 
system, appear in the accounts records of the member but not in 
those of the company. The company’s entity is quite distinct 
from the members comprising it. The accounts of the company 
indicate the accounting facts as they affect the company, not the 
individual member. Profits and losses are reflected in changes in 
the company’s assets, not in the member’s assets. The company 
is a separate accounting entity—this is a recognition of the account¬ 
ing entity convention. 

A simpler illustration of this convention is the peanut vendor on 
the street corner whose peanut business, if he keeps accounting 
records on the double entry system, must disclose an accounting 
entity separate from his personal affairs. For purposes of adminis¬ 
tration, it is essential that business affairs be segregated from 
personal affairs. 

Difficulties often arise in the application of this convention. 
It is important to ascertain to which accomiting entity the account¬ 
ing records refer when, for instance, a company passes through a 
reorganisation. Questions will arise as to whether the cost of an 
asset should be recorded at the cost to the first business or to the 
reorganised company. Sometimes, the legal entity will be the 
accounting entity, e.g., in the case of an incorporated company, but 
in other cases the legally recognised unit will not be the accounting 

*See Analysis and Interpretation of Finanoial and Operating Statements** 
by A. A. Fitzgerald. 
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entity, e.g., where consolidated statements of holding and subsidiary 
companies are prepared, the accounting entity for such purposes is 
usually quite distinct from the legal company entities. 

2. The Historical Record Convention. 

As soon as the accounting entity becomes a reality it obviously 
follows that a record of the transactions affecting that economic unit 
is necessary. Basically, accounting is the recording of past happen¬ 
ings. Accounting is defined as “ the art of recording, classifying 
and summarising in a significant manner and in terms of money, 
transactions and events which are, in part at least, of a financial 
character, and interpreting the results thereof.” (American 
Institute of Accountants.) Thus it is a fundamental convention that 
accounting is purely an historical record of the transactions of an 
accounting entity that possess a monetary basis. If an adequate 
historical record is kept it is possible for the accountant of a business 
enterprise to extract from that record, in the manner hereafter 
explained, financial statements which will indicate the progress of the 
accounting unit concerned. 

It should be mentioned under this heading that a revenue 
statement is, as explained later, an historical record of the process of 
matching the costs and revenues of the accounting period concerned 
and is not necessarily a guide to the future earning ca[)acity of the 
enterprise. Likewise the balance sheet does not necessarily indicate 
the financial worth of the enterprise but is merely a record of unab- 
sorbed costs. Accounting is thus a record of past facts. Discussing 
the nature of the balance sheet the Cohen Committee stated— 

“ A balance .sheet is thus an historical docninient ami does not as a general 
rule purport to show the not worth of an undertaking at any particular 
date of the present realisable value of such items as goodwill, land, 
buildings, plant and machinery, nor, except in cases where the realisable 
value is less than co.st, does it normally show the realisable value of 
.stock in trade. Moreover, if a balance sheet w^ej’e to attempt to show 
the net worth of the undertaking, the fixed assets would require to be 
re-valued at frequent intervals and the information thus given would be 
deceptive since the value of such assets while the company is a going 
concern will in most cases have no relation to their value if the undertaking 
fails.” 

Actually, these remarks also apply to conventions other than the 
Historical Record Convention (see post), 

3. The Monetary Convention. 

In our money economy the obvious method to adopt for account¬ 
ing purposes is the monetary unit. Although it is possible to have as 
the basis of accounting a unit of measurement other than money, 
a practical unit has not yet been found. All transactions aff ecting aji 
enterprise must be expressed in a money value before they are 
capable of being entered in an accounting record. Accounting 
treats goods, services, etc., on a monetary basis and the historical 
record must be kept on the same basis. Accounting presupposes a 
stable measuring unit. Obviously this assumption is invalid as 
changes in price movements indicate. Nevertheless, the present 
method of accounting valuation remains £.s.d. 
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The accounting equation of A (assets) == L (liabilities) + P 
(proprietorship) presupposes the conversion of these items to a 
monetary basis. Stated in the alternative form of A — L = P 
we have the proposition that proprietorship results from the primacy 
of a proper valuation of assets and liabilities. Proprietary equity is 
the result of the valuations placed upon assets less the values 
assigned to liabilities. 

Although changes in the piice level constitute a challenge to the 
validity of this accounting convention, a suitable practicable 
alternative as to how transactions and items are to be recorded in 
the financial books has not yet been suggested. 

It is obvious from the size of many businesses that a revaluation 
of assets for inclusion in the annual financial statements is neither 
possible nor desirable. Changes in the price level and changes due 
to the varying opinions of valuers would make the financial state¬ 
ments of any one year not comparable with any other year. Should 
a truly historical and representative account be required of the 
working of the enterprise from its beginning to date, then one 
method would be to adjust all figures to permit recognition of the 
changes in price levels. This, however, would probably not result 
in an accurate review since available comparative price index 
numbers are not always satisfactory (but see later in Volume 3 
under Valuation Accounting). 

In an economy in which the institution of private property still 
remains paramount, a money-valued economy is only to be expected. 
Values not conveniently and reliably convertible into money-value 
are excluded from accounting although they may have value to an 
enterprise measured by other sta-ndards, (e.g., reputation of 
management, loyalty of staff etc.) 


4.^The Accounting Equation Convention. 

The translation of the Historical Record Convention into reality 
requires the support of yet another convention besides the Monetary 
convention. The convention of the Accounting Equation provides 
this support. That there is a concept that at all times accounting 
method conforms to an algebraic equation, may be demonstrated 
as follows :— 

1. It is axiomatic that— 

If there is a receiver there must be a giver. 

2. By analogy to the physical law— 

Tiie total of all that is received — the total of all that is given. 

3. Translated i/ito other terms this equation may be read as 

follows— 


Assets = Equities 

since, on the one hand, what a person receives may be 
taken as an asset and, on the other, a person has an equity 
in what he gives, for he usually does not give for nothing. 



6 


Aoeounting Theory. 


4. As far as a particular enterprise is concerned, we may view, 
for record purposes, assets as debits and equities as credits. The 
equation then appears as— 

Debits — Credits 

or, put another way, for every debit there must be a 
corresponding credit. 

5. But if we analyse the terms— 

Assets ~ What is receiv'od 
liquitios = What is given, 

it becomes clear that— 

“ What is received ” may mean— 

(a) a benefit which we have used (an expense) 

or, 

(b) a benefit which we have failed to use or which 
we have misused (a loss)^ 

or, 

(c) a benefit or item of proj)orty of an enduring 
kind (an asset within the modem meaning of 
the term). 

and What is given ” may mean— 

(a) that it has to be paid back (a liability), 

or, 

(b) that it does not have to be paid back (sl profit). 

6. Substituting these extended meanings to the terms, What is 
received ’’ and What is given ”, we have another equation as 
follows— 

Expenses -f Losses + Assets — Liabilities -j- Profits 

7. But if we match the expenses and losses against the profits and 
assume the result to be a net profit, the equation would be— 

Assets = Liabilities -f Profits 

8. Analysing further, the question arises—to whom do the 
profits belong ? The answer by hypothesis is, to the 
proprietors. ]3ut the proprietors have other amounts 
belonging to them. They have contributed to the equities. 
We can therefore call the total interest of the proprietors 
in equities and jirofits, Froprietorship. Using this term and 
designating amounts owing to persons other than the 
proprietors as External Equities, we have the accounting 
equation in modern form as follows— 

Assets = Proprietorship -j- External Equities 

Enough has been noted in the above points to demonstrate that 
the whole of the accounting record is based upon the convention of 
the accounting equation, irrespective of the form in which it may 
be viewed. 

5. The Continuity of Activity Convention. 

Continuing activity, not liquidation, is the normal business process. 
This accoimting convention is based on the assumption that except 
in a relatively few instances, such as the undertaking of a particular 
venture, the future of a business enterprise is to be prolonged 
indefinitely. 
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It is obvious that the complete picture of the affairs of a bLsiness 
is not obtainable in its entirety prior to final liquidation. The 
assumption of this continuity of activity accounting convention 
enables periodic financial statements of operations to be prepared. 
These are, of course, prepared without any thought of the liquidation 
of the enterprise and enable distributions on account of profit to 
be made to the proprietors. 

Now, considering the foregoing proposition that the complete 
picture of the affairs of the business will not bo known until liquida¬ 
tion or bankruptcy, the question is immediately raised—“ well 
what does a balance sheet purport to show ? ” Until quite recently 
it was held that a balance sheet showed the financial condition of 
a concern as at a given date. This view is now untenable. Fixed 
assets, for instance, are usually stated in a financial statement at 
cost, less depreciation in certain cases, or on some other historical 
basis without any regard being given to the realisable value of the 
asset. This applies to most other items appearing in the balance 
sheet and thus the whole representation is as already explained an 
historical record. The balance sheet forms a useful and necessary 
link between revenue statements of the two successive periods 
concerned, but if its items are based on cost then it cannot purport to 
show the financial condition of the concern as at a particular date. 
There emerges then, one significant result following the acceptance 
of this convention and that is, that the profit and loss, or revenue 
statement, is of fundamental importance. Earning power, not 
cost price or liquidation price, is the significant basis for valuing 
a business venture which is of a continuing nature. The balance 
sheet being the link between two revenue statements, enables costs 
incurred in any one period and not applicable thereto to be carried 
forward to succeeding periods and thus allocated against their 
appropriate revenue. 

From the accountant’s point of view, since the activity of the 
enterprise is to be kept continuously alive for the greatest length 
of time, financial and accounting policy automatically dictates 
that everything done is to be direct^ towards maintaining such 
continuity of activity; in other w'ords, that such a policy will be 
undertaken as will be conducive to nourishing the business for as 
long as possible. It is here that we see emerging very definitely 
the doctrine of conservatism. (Seepo^f). 

6. The Accounting Period Convention. 

Although the previous accounting convention stresses the con¬ 
tinuing nature of the business enterprise, necessity decrees that its 
life be divided into chapters—each chapter being called an account¬ 
ing period. An accounting period is the interval of time at the 
end of which the operating statement and balance sheet are prepared 
in order to show the operations and changes in resources which 
have occurred since the previous statements were prepared. The 
normal accounting period is of one year’s duration, although 
shorter periods are sometimes adopted for purposes of making 
tentative comparisons. In Australia as the tax year ends on the 
30th June it is becoming an increasingly accepted accounting 
convention that at the 30th June each year a phase in the activities 
of a business is deemed to have passed ; a chapter is ended. Hie 
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general accounting period has not always been taken to be of one 
year’s duration. At one time the accounting period would be the 
time for a round trip from, say, England to one of the Colonies, 
or upon the completion of some specified construction project. 

The business enterprise is geared for the purpose of producing 
income, and the accounting period convention enables periodic 
distributions of the income to be made. The accounting period 
convention assumes the ability to divide our accounting records into 
separate “ periods ” and the further ability to state the trading 
results of each period. 

Acceptance of this convention necessitates accruing and 
deferring items of profit and expense. The accrual system is 
fundamental in accounting. The obvious limitations of periodic 
measurements of the progress of a business enterprise continually 
engage the accountant’s attention. 

The problem of the dissection of expenditure into capital and 
revenue expense naturally follows from this convention. One of 
the chief problems of accounting is the segregation of items into 
capital and revenue (the accountant is vitally concerned whether 
the correct destination of an item is the revenue statement or the 
balance sheet) and thus this convention is a dominant one in 
accounting. The distinction between revenue and cai)ital exy)end- 
iture is that the former is an expenditure for property which will be 
consumed within one accounting period, whilst the latter is for 
property having a life duration extending over several accounting 
periods. The former is an expenditure chargeable to revenue and 
the latter to an asset account and thus is carried forward into succeed¬ 
ing accoimting periods. 

Since the prolongation of the life of the enterprise is a basic 
concept, it follows that such indefinite existence depends mainly in 
keeping intact capital with which tocarry on, and since the accounting 
period convention, is also basic (for periodic distributions of profits 
are required by proprietors), it is clear that when a chapter is thus 
closed, then we must know at that time what is distributable, 
bearing in mind such fundamental ideas of “ period ” and keeping 
capital intact to allow the life blood to circulate in the future. 
The gauging of busine^ss performance is essentially a j)roces8 
of matching costs and revenues in the varying accounting j)eriods. 
In other words it is desirable that the revenue for a particular period 
should be charged with all the costs that can reasonably be allocated 
against that period. To do this accurately, as explained under the 
previous convention, is well nigh impossible but a reasonably 
accurate result is achieved by following certain “ conventional ” 
rules as outlined throughout these volumes. There are difficulties 
in matching the costs of a period with the revenue of that period. 
For instance, if a loss on sale of plant occurs in say this fiscal year, 
this would mean that in all previous years in which such plant was 
an asset in the books, depreciation thereon had been incorrectly 
charged—that the costs for those years were imperfectly matched 
with the revenues for the respective periods. It will be conceded 
that this will inevitably and frequently happen. The consideration 
of this problem really concerns the doctrine of materiality. (See 
post,) 
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7. The Recognition of Law Convention. 

Vitally affecting the whole of accounting method is the requirement 
that the records must conform to the rules of law. These rules arise 
by virtue of a force outside the enterprise (the accounting unit) 
itself and must be read into the recording of events and transactions 
to which they may apply. For instance, in most States in Australia 
the Companies Act provides that a company must keep proper and 
complete accounts of the affairs of the company and contain certain 
prescribed details. Again, if the accounting unit is a partnership, 
the accounting records kept in respect thereof must conform to the 
rules of law as stated in the Partnership Act. 

In all t 3 rpes of business enterprise various Statutes and also period¬ 
ical decisions of the courts, must be recognized in the 
accounting records. Then again, all forms of enterprise must 
conform to the laws laid down by taxing Statutes. Some rules 
provide a method of recording, some lay down how a transaction is 
to be interpreted, and others prohibit certain transactions so that it 
would be improper to record them at all. 

Thus, it is a fundamental convention of accounting that the 
accounting records must be in conformity with legal requirements. 

ACCOUNTING DOCTRINES. 

Gradually, generally accepted accounting doctrines are becoming 
recognised and observed. The dictionaries suggest that a doctrine 
has the general meaning of “ a body of instruction or teaching, a 
system of beliefs.” Tlie doctrines of accountancy are, as it were, a 

system of beliefs ” amongst accountants as being desirable methods 
of procedure. Although these doctrines are not necessarily 
“ taught ” in the dictionary meaning, the desirability of their 
adoption is stressed by accounting educationalists and further a 
knowledge of them is acquired by accountants from following 
their profession. These doctrines are not rigid rules of procedure 
but are concepts that permit of elasticity of interpretation in particu¬ 
lar cases or of modifications to suit new conditions and situations. 
It is neither })Ossil)le nor desirable to reduce accounting technique to 
rigid rules and dogmas, for accounting is, as already explained, in a 
process of develo[)ment, and doctrines generally accepted as desirable, 
say, 20 years ago, may be now outmoded. The acc^ounting standards 
desirable in a system of laisfiez faire may be entirely unacceptable 
to an economy in which social res])onsibilities are more widely 
appreciated, yet some attemj)! has bt^en made by accounting 
authorities to indicate certain desirable accounting doctrines. 

Agreement on broad general aceounting ])ra(jtices permits of 
differences in the ways of effecting those practices and thus results 
may vary considerably although accounting statements be prepared 
upon an acceptance of the same accounting doctrine. For example, 
it is a generally accepted accounting concept that the investment 
in an asset, say, plant, should be a charge against operating profit 
over the useful life of the plant ; but there exists quite a number 
of ways of achieving this result, e.g., straight line method, the 
reducing balance method, etc. The charge for depreciation may, 
therefore, vary considerably in any one year depending upon which 
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method of depreciation is employed, yet the same accounting 
doctrine is being followed. 

The main accounting doctrines are :— 

1. THE DOCTRINE OF CONSERVATISM. 

2. THE DOCTRINE OF CONSISTENCY. 

3. THE DOCTRINE OF DISCLOSURE. 

4. THE DOCTRINE OF MATERIALITY. 

In order to give effect to these doctrines the accountancy pro¬ 
fession uses as a guide, what are termed, “ Recommendations on 
Accounting Principles”* which usually possess the necessary 
degree of elasticity to enable them to be applied to varying cases. 

1. The Doctrine of Conservatism. 

We saw that under the convention of continuity of activity, there 
existed the fundamental concept of keeping alive the activity of 
the enterprise indefinitely. Directly arising out of this convention 
is the doctrine of keeping capital intact so that the business may be 
carried on, and to this end of distributing by way of profit, only 
that remaining after proper provision and allowances have been 
made in order to keep such capital intact. Every effort is made by 
accounting practitioners to sec that the costs for the period are 
matched against the revenue for that period, as accurately as 
possible. 

This doctrine, it is claimed, represents one of the cardinal virtues 
of accounting. This arises from the fact that whilst over-statement 
of assets or profits is deemed to be incorrect, the under-statement 
of such items is not objectionable, but rather desirable. The 
tendency of accountants to be conservative is said to offset the 
natural optimism of the owners of business enterprises. 

Conservatism, in ascertaining the results of operations in past 
periods may lead to an over-statement of these operations for a 
later period. Thus, wdiilst conservatism is desirable it is not a 
justification for the under-statement of the net profit of one account¬ 
ing period to the benefit of the profit of another accounting period. 
All costs, including provision for probable losses incurred during 
an accounting period should be a charge against the income for 
that period. 

The doctrine of conservatism requires that any accounting state¬ 
ment or record should provide adequate (and if in doubt more than 
adequate) provision and reserves against all known and possible 
contingencies even though the precise amount required may be 
unknown. 

Application of such doctrine may lead to the understatement of 
assets and thus to the creation of secret reserves. As explained 
under the doctrine of disclosure this aspect of conservatism is now 
questioned, and a full and fair disclosure of all asset values is 
becoming desirable. The frequent creation of secret reserves by 


♦In these volumes are given the Recommendations on Accounting Principles 
by the Institute of Chartered Accountants in Australia. See Chapter 8 
(Depreciation) of “ Accounting Fundamentals ”; and in this volinne. Chapter 
4, Form and Content of Published Financial Statements of Companies ; 
Chapter 8, Consolidated Statements. 
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the undervaluation of stock on hand is, by the doctrine of 
disclosure, more correctly stated by showing the stock value 
at its “ correct figure and then showing separately the provision 
made for anticipated and possible loss. 

The writing down of intangible assets, such as goodwill and the 
reduction of tangible assets by excessive depreciation in order to 
make absolutely certain that the correct provision is made, are 
accounting practices which comply with this doctrine of conser¬ 
vatism. 

Of itself, the doctrine of conservatism is not necessarily objection¬ 
able, e.g., you can create an excessive provision for doubtful debts 
and one for depreciation and yet disclose these in the revenue 
statement and balance sheet. In such case there is no conflict with 
the doctrine of disclosure and such treatment w^ould amount to 
disclosed conservatism. It is only when it is coupled with a failure 
to disclose that it is questioned (see post under The Accounting 
Doctrine of Disclosure.) 

2. The Doctrine of Consistency. 

This doctrine implies that the rules of accounting are continuously 
observed and that the accounting concepts and conventions are 
consistently applied. In accounting it is generally agreed that it is 
important that one practice should be adhered to from one 
accounting period to another, provided that practice incorporates 
the usages applicable to the particular type of accounting entity 
under consideration. 

Only if accounting procedures arc regularly adhered to from 
year to year will the results arrived at be comparable. For instance, 
it may not be of the utmost importance wdiether the method of 
allocating materials to job contracts is determined on the basis 
that the first goods in are the first goods to be disposed of or on the 
basis that the last goods in are the first goods to be disposed of, 
but it is definitely important that the method adopted should be 
consistent year after year. If the first method is adopted at the 
beginning of an accounting period and the latter at the close of the 
same period, materia' differences w^ould result from this incon¬ 
sistency of accounting practice. 

Any uncertainty surrounding accounting procedures is to a 
considerable extent offset by a consistent method adopted from 
one accounting period to another. Consistency tends to obviate 
personal bias and the reflections of personal judgment. 

Whilst the accounting doctrine of conservatism remains the 
cardinal virtue in accounting, it may cease to be such through 
failure to observe the doctrine of consistency and the doctrine of 
disclosure (Seepo,?^). 

Consistency must not, however, become a fetish, it must allow 
for necessary improvements in technique and changed conditions. 

3. The Doctrine of Disclosure. 

This doctrine suggests that all accounting statements be scrupu¬ 
lously honest, and full disclosure of all significant information 
be given. An obligation is placed on the accountancy profession 
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that the books, records and accounting statements prepared on 
behalf of others (for example, in the case of members who are not 
entitled to inspectthe financial books of a company) are as reliable 
and informative as circumstances permit. 

The doctrine of disclosure implies that the accounting records 
and statements conform with generally accepted accounting prac¬ 
tices. In financial statements it is desirable to indicate the basis 
on which the more important items are included, e.g., the basis 
upon which investments, property, etc., are included in a balance 
sheet should be given. Where any important change, as compared 
with preceding accounting periods, is made in the manner of pre¬ 
senting data, the nature of the change should be indicated. The 
Legislature has given some attention to this matter. Acts of 
Parliament following the suggestions of accountants require, for 
instance, companies to disclose the manner in which the values 
of the fixed (and in some cases current) assets have been arrived 
at in the balance sheet. 

Recently the Cohen Committee enquiring into company practice 
in England made the following statement regarding this accounting 
doctrine :— 

“ We are in favour of as much disclosure as practicable. It is also 
important in our opinion to ensure that there sliould be adequate dis¬ 
closure and publication of the results of companies so as to create 
confidence in the financial management of industry and to dissipate any 
suggestion that hidden profits are being accumulated by industrial 
concerns to the detriment of consumers and those who w'ork for industry.’* 

This doctrine tends to overlap the doctrine of conservatism. 
Although adequate provisions and reserves should be made in any 
accounting statement this doctrine requires that such reserves and 
provisions be disclosed. It suggests that it is not correct to ascer¬ 
tain profits by recognised accounting practices and then cancel 
portion of those profits by nutans of excess ])rovisions and reserves 
which are not disclosed in the acenjunting records. The following 
quotations from the Report of the Cohen Committee indicate 
modern opinion regarding disclosure: 

“ The recent tendency has been to give more information and this tendency 
has been fortifi<*d by the valuable recommendations ]:)ublisliod from time 
to time by the rt'sponsible accountancy bodies aa to tlio form in which 
accounts should be drawn up and the information wliich they should contain. 
The directors of many, but by no means all, comjianies now give shareholders 
as much information as they consider practicable and the accounts which 
they present contain much more detail than is required by law'. Auditors 
use their influence to jicrsuade directors to jiresent their accounts in 
accordance wuth the principles laid down by the professional bodies to 
which thej' belong.” 

“ On the other liand, if there is no detailed disclosure in the profit and 
loss account, undisclosed reserves acruirnulated in the i)ast periods may be 
used to swell the profits in years when the company is faring badly, and the 
shareholders may be misled into thinking that the company is making 
profits when such is not the case. Such abuses are rare, and, in general, 
directors have concealed reserves from shareholders in the bedief that sucli 
concealment is in the iriterejsts of the company. None the loss the practice 
has the unfortunate result that shareholders and investors and their advisors 
have not the information to enable them to estimate the real value of the 
shares.” 
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Generally speaking, it will be conceded that the modern trend is 
towards the view that accounts should be a means of conveying 
information, not concealing it, and thus the old policy of secrecy 
in connection with the presentation of published statements is being 
abandoned. 


4. The Doctrine of Materiality. 

The essence of this doctrine, as perhaps the term itself suggests, 
is “ relative importance.*’ The accountant, in this respect, is 
vitally concerned with two important matters, viz. :— 

(a) materiality of information to be supplied by accounts and 
financial statements, and 

(b) materiality of amounts, 

and, further, he cannot divorce from either of these two matters, 
the consideration of the materiality oiprocedure. On the question 
of the materiality (or relative importance) to be attached to the 
nature and extent of the information to be disclosed by financial 
statements, see Chapter 4 of this volume, Form and Content of 
Published Financial Statements of Companies. 

We have at present, arising out of a consideration of the doctrine 
of materiality of amounts, the accounting concept set forth that 
shillings and pence should be eliminated from the published balance 
sheets of companies.* Admittedly the origin of the rule may have 
been due to the fact that somebody suggested that the data set 
out in the balance sheet would apj)ear less confusing, etc., but it 
must nevertheless remain that, in debate as to whether the rule 
was to be adopted or not, consideration must perforce have been 
given as to what material effect the omission of shillings and pence 
would have on the figures disclosed. No matter for what basic 
reason that concept arose, it is the doctrine of materiality which 
enabled it to be so set forth. Again, we saw when discussing the 
accounting period convention, that a loss on say a sale of plant 
in one fiscal year would mean that our costs of previous years 
had not been perfectly matched with their respective revenues, 
in so far as depreciation had not been adecjuately provided for. 
The question arising from this is—“ Should not we go back over 
those years and adjust the figures, otherwise our doctrine of con¬ 
sistency will be offended, for the loss will be charged in the wrong 
year and further the respective periods will not be comparable 
one with the other ? ” It is suggested that the doctrine of material¬ 
ity be applied in such a case. Is the amount involved so large that 
it would make appreciable difference to those figures, or is it such 
as to effect no undue distortion ? 

If standards may be used to gauge the degree of merit of work 
undertaken by the accounting profession, one that is applicable 
is that of ascertaining the importance which has been afforded to 
work considered relevant or irrelevant. Whilst it is conceded that 


♦This principle has not been containeti in the Recommendations on Account¬ 
ing Principles issued by the Institute of (Chartered Accountants in Australia 
but nevertheless it is a recognised practice in the accountancy profession 
to-day. 
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there is probably no objective method which can be used in deciding 
that a matter is relevant or irrelevant, nevertheless there has been 
built up a knowledge (largely gained by trial and error perhaps) 
that more attention must be paid to some procedures than to others. 
Recognition of this is a doctrine app'ied in the accounting pro¬ 
fession. Obviously this doctrine must be elastic in application, 
and to particularise by way of illustration, the problem of debtors 
in a finance company should be subject to more concern than they 
would in, say, a company selling machinery wholesale. It is by 
virtue of this doctrine that an auditor (who, it must be remembered, 
is vitally concerned with the application of accounting conventions 
and doctrines) concentrates more attention upon the cash audit 
than he does say on checking the sales invoices into the sales journal. 

The whole problem relating to the doctrine does not revolve 
around mathematical accuracy (for whatever is put down by way 
of an accounting record must be mathematically accurate) but 
rather as to whether attention should be focussed more on this 
procedure than that, whether emphasis is to be placed here or 
there, or whether, in short, one practice is to be considered more 
material than another. Too great a devotion to insignificant and 
unimportant details should not be made so as to have the effect 
of overlooking the broader aspects of the matter. 

MATCHING COSTS AND REVENUES. 

It is now proposed to consider one of the most important concepts 
in accounting theory, viz., the matching of costs and revenues. 
It will be seen how certain of the conventions and doctrines already 
considered are material in arriving at the profit or loss for a period. 

When the revenue for a given accounting period is recognised 
as being earned or realized, the problem is to determine those 
deductions which should be made from that revenue in order to 
arrive at the net profit for the accounting period. It is not always 
possible, in practice, to offset the cost of an individual revenue 
transaction against that revenue. What is done, however, is to 
collate at the end of the accounting period the total revenues deemed 
to be earned during that period and then to allocate against them 
the total costs of earning that revenue. There are certain recog¬ 
nised procedures for making this allocation and we shall deal 
briefly with them under the following headings :— 

1. Matching Costs and Revenues by Identification. 

Where possible the revenues of a particular period should be 
charged with the costs directly associated with obtaining such 
revenue. Where the revenue can be separately identified, e.g., a 
sale of unusual magnitude, the cost (e.g. commission on the sale) 
of obtaining that revenue can be actually matched against it. In 
such a case as that illustrated the association is direct and, if desired, 
the actual profit or loss on an individual transaction can be ob¬ 
tained. Usually, however, the revenues are intermingled and the 
matching of costs and revenues is indirect. The cost of goods sold 
during an accounting period is obviously a direct charge against 
the sales for the same period, but with other items of expense the 
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association is indirect, e.g., the office salaries paid during the 
accounting period will require to be deducted although not directly 
associated, perhaps, with the sales revenue. 

2. Matching Costs and Revenues according to the Accounting Period 
Cpnyention. 

As the costs in the revenue statement must be matched, or 
associated, with the revenues for that same period, this immediately 
raises the important accountiiig problem of “ capital and revenue ’’ 
expenditure. Before any particular disbursement can be dealt 
with in the financial books of the enterprise it is necessary to answer 
the question—“ Does this disbursement represent revenue expendi¬ 
ture or capital expenditure ? ” 

By revenue expenditure is meant— 

that expenditure which is to be matched properly against the 
revenue for the current accounting period—that expenditure 
which should not be carried forward and written off against 
successive revenue periods—^that expenditure in short, which 
relates to the current period under review and to no other. 

A disbursement coming within this category is termed an expense. 

By capital expenditure is meant— 

that expenditure which will benefit not only the current 
accounting period but also future accounting periods and which 
therefore must be carried forward and applied as a cost against 
all the accounting periods to which it is estimated it will relate. 

A disbursement coming within this category is termed an asset. 
If the result of the expenditure is an asset, the amount is carried 
forward in the balance sheet so that its cost may be spread over the 
accounting periods of its useful life. 

The function which the accountant has to perform is that of 
allocating costs over various accounting periods. Costs which 
are expenses are rek‘gated to the period in which they were incurred 
but costs which arc assets must be carefully spread. Failure, for 
example, to spnjad the cost of an asset over several periods may 
mean that the time will come w'hen the asset reverts to an expense 
in its entirety and has no unexpired value. Then, if it has to be 
renew^ed before the business can be carried on, and if funds are not 
available for renewal because such renewal was not provided for 
(by not spreading the cost), the future of the enterprise may be 
immediately jeopardized. The life of an enterprise is thus broken 
up into successive accounting periods—the periods primarily 
devised for the puri)ose of ascertaining interim profits—and it can 
thus be seen that a balance sheet at the end of each period is really 
a connecting link. The balance sheet is a statement connecting one 
revenue period with another, showing what costs remain unexpired 
and require to be matched against future revenue of the business. 

If the item is deemed to be capital expenditure it is initially 
charged to an asset account and (assuming it to be say an item of 
plant) estimates will be obtained from experts as to the length of its 
life and based upon this, and upon conventional methods of 
depreciation, the cost of the asset wall be allocated over the account¬ 
ing periods estimated. 
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During the life of this particular asset therefore, it is carried in the 
books at a value represented by cost less arbitrary provisions made 
from time to time for depreciation. Should a balance sheet be drawn 
up at any time during the interval between the acquisition and dis¬ 
posal dates of the asset, the latter will be shown therein at such 
amount. 

It should also be noted that all revenue received is not necessarily 
deemed to be earned in the accounting period in which it is actually 
received, and also revenue is often earned although not received in 
the accounting period in which it is earned. Likewise, costs may 
be incurred or used up in an accounting period although not yet 
paid and costs may be paid although not used up in the period in 
which they are paid. 

3. Matching Costs and Revenues according to the Accounting Doctrine 
of Conservatism. 

The accounting doctrine of conservatism requires that any 
accounting statement or record should provide adequate (and if 
in doubt more than adequate) provision against all known and 
possible contingencies, even though the precise amount required 
may be unknown. 

It is clear then that this doctrine affects the concept of matching 
costs and revenues. Transfers to Provisions for Doubtful Debts, 
represent a disposal of part of the revenue of a particular period 
and thus are costs matched against the revenue for that period 
even though, as pointed out, they are only estimates. As to how 
far, in any particular case, these costs are justifiable will not be 
known until some time in the future when a review is made of past 
results. Nevertheless the doctrine of conservatism requires that, 
in any current period under consideration, they should be taken as 
costs to be offset against revenue 

Conclusion. 

Before closing this chapter some reference to the social implication 
of accounting is necessary. Most of the techniques outlined in these 
volumes concern the individual enterprise whether it be to the sole 
trader, the partnership or the company form of ownership. 

The implications of a policy of full employment, coupled with an 
increasing range of social services sponsored by the State, together 
with a tendency towards national control of key industries, have 
awakened in the minds of the accountancy profession the fact that 
accounting is a social force. Jt is an accounting problem to measure 
the fruits of production, that is, income and the data on which its 
allocation and distribution rest, depend largely on accounting 
for their determination. The profession is inevitably faced with 
opportunities for service to society of a scope and character un¬ 
imagined in the past. 

Development along lines of national control of industries lead, 
so far as present indications show, not to less accounting but to 
more. New horizons for accounting are in sight ; this new pro¬ 
fession is unhampered by the tyranny of tradition and will go 
forward to aid in the settlement of the many problems that must 
arise in the present era of adjustment. 
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Question 1. 

Briefly state what you understand by the following terms :— 

(a) The accounting continuity of activity convention. 

(b) The accounting period convention. 


Question 2. 

What is the essence of the accounting monetary convention ? 

Question 3. 

What do you understand by the accounting doctrine of conservatism ? 
Question 4. 

State your opinion of the merit or otherwise of the accounting doctrine of 
disclosure. 


Question 5. 

In your opinion is there any conflict between the accounting doctrine of 
disclosure and the accounting doctrine of conservatism ? Discuss. 

Question 6. 

State briefly the meaning of :— 

(a) The accounting doctrine of materiality. 

(b) The accounting doctrine of consistency. 

Question 7. 

State briefly what you understand to be the difference between an account¬ 
ing convention and an accounting doctrine. Illustrate your answer as far 
as possible with concrete examples. 

Question 8. 

Discuss the doctrine of conservatism and the accounting concepts arising 
therefrom. 

Question 9. 

Explain the effect which the accounting doctrine of conservatism has had 
on the valuation of commodity stocks. 

Question 10. 

“ Unless certain general assumptions (accounting conventions) regarding 
the fundamentals of accounting procedure are recognised as more or less 
axiomatic, the art of accounting cannot exist. After an acceptance of these 
general accounting conventions there exists a set of accoimting doctrines 
which afford a guide towards a standardised method of procedure in par¬ 
ticular cases.” 

What are the main accounting conventions and doctrines referred to in 
the foregoing statement and why is their recognition and acceptance so 
important ? 

Question 11. 

Discuss briefly the importance of the concept of matching costs and revenues. 
Question 12. 

Briefly explain three procedures by which costs are matched against the 
revenue of a particular accounting period. 

C 
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Introduction. 

In an approach to the study of partnership accounts in the 
advanced stage, it is essential to be familiar with the principles 
learned in the preliminary study of the subject. The following is 
' a brief summary of the law, as it stands, affecting the accounts of 
partners.* 


*The Acts in the respective States governing pe^rtnerships are as follow;— 
New South Wales ;—^Partnership Act, 1892. 

Victoria ;—Partnership Act, 1928. 

Queensland ;—Partnership Act, 1891. 

Mercantile Act, 1867-1896. 

South Australia ;—^Partnership Act, 1891-1935. 

Western Australia ;—^Partnership Act, 1895. 

Limited Partnership Act, 1909. 

Tasmania :—^Partnership Act, 1891. 

Limited Partnership Act, 1908. 
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Where the partners make no agreement to the contrary in respect 
of the following matters, these provisions prevail, viz. :— 

(1) Profits and losses are shared equally. 

(2) No interest is allowed on capital or charged on drawings. 

(3) Interest is allowed on advances, as distinct from capital, 
at 7 per centum in New South Wales, Victoria and South 
Australia, and at 6 per centum in Queensland, Tasmania and 
Western Australia. 

In connection with interest on advances by partners, 
where there is no agreement to the contrary such interest 
is payable up to the date of repayment of the loan irrespec¬ 
tive of the date of dissolution (if any) of the partnership. 
However, at the date of dissolution, interest on capital 
and on drawings ceases. 

(4) Losses, including losses and deficiencies of capital must 
be paid first out of profits next out of capital, and lastly, 
if necessary, by the partners individually in the proportions 
in which they are entitled to share profits. 

(5) On the dissolution of a partnership the assets are applied 
towards paying— 

(a) CJreditors. 

(b) Partners’ advances. 

(c) Partners’ capital. 

(d) Partners in the same ratio as profits. 

(6) Losses of capital caused by one partner’s inability to 
further contribute (i.e., insolvency) are borne by the re¬ 
maining partners NOT as they share profits and losses but 
in proportion to their last agreed capitals (Oamer y,M urray), 
The decision may be effected by transferring the insolvent 
partners’ debit capital balance to the solvent partners’ 
accounts in the ratio of their capitals as shown in the last 
agreed balance sheet. This procedure is adopted apart 
from the question as to whether or not a profit or loss 
was made on realization, the important point being that 
there is a deficiency on the insolvent partners’ capital 
which he cannot make good to the firm. 

Although it is inferred from the theory of the Partnership Act 
that capital accounts of the partners are fixed, it is found that in 
practice and working problems this is not always so. In solutions 
given throughout this chapter and in working questions generally, 
capital accounts only are used and all adjustments, profits, interest- 
etc., entered therein. This is applicable except where in any par¬ 
ticular problem it is indicated that current or drawing accounts are 
kept for partners in addition to their capital accounts. 

OPERATING PROBLEMS. 

Problems arising in the ordinary course of carrying out the 
operations of the partnership enterprise may be varied and complex. 
At all times it is the task of the accountant to see that the accounts 
he prepares properly reflect the equity of each partner’s share of;(he 
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proprietorship. Although a number of persons may carry on 
business as partners under a written agreement, it will frequently 
be found that during tlie course of the partnership, the agreement 
will be varied by the mutual consent of the partners and of course 
the accountant should give elfectto such variations (if he is satisfied 
that they are legal) in his accounts. If the accountant is doubtful 
whether a particular variation is legal (e.g. whether a verbal alteration 
to a partnership deed is valid) he should, if possible, require that 
the partners take legal advice about it. The following example* 
is typical of some of the problems which arise during the carrying on 
of a partnership business. 

Illustrative Example 1. 

A, B and C are partners in the legal firm of A.B.C. & Co. The balance sheet 
of the partnership as at the 31st December, 1944, showed the following 
position :— 


Current Liabilities. 
Sundry Creditors (Office Expenses) 


A— Capital 
Income 

B—Capital 
Income 

C—Capital 
Income 


Partners^ Accounts 


£100 


£3,000 

1,000 


£2,000 

600 


£500 

500 


4,000 


2,500 


1,000 


£7.000 


Current As,set8 


Bank 


£1,000 

Sundry Debtors Costs 

£1,250 

Advances on behalf of Clients 

250 

£1,500 

Fixed Assets 

Law Library (at cost) 

£2,000 


Less Provision for Depreciation 

500 

£1,500 

Furniture (at cost) 

£750 


Less Provision for Depreciation 

150 



— 

600 

Goodwill 

•• 

3,000 


£7,600 


(i) On the 1st January, 1945, C joined the Army, when it was mutually agreed 
that until he resumed practice he would draw at the rate of £800 p.a., as a 
first charge on the profits of the jiartnewhip (against which he would give 
credit for his Army pay) and that, after A and B had drawn at the rate 
of £2,000 p.a. and £1,500 p.a. respectively, any surplus profits were to be 
shared A 2/5th8, B 2/5ths and C l/5th. 


♦Vide, Commonwealth Institute of Accountants. 
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(ii) C resumed practice on the 30th June, 1946, his Army pay having been— 

(a) 12 months ended Slst December, 1945, £500 

(b) 6 months ended 30th June, 1946, £300 

It was then mutually agreed that as from the 1st July, 1946, profits would 
be shared A B ^ and C i. 

(iii) A died on the 31st October, 1946. 

Yon are asked t(j prepare a statement of receipts and payments, profit and loss 
and appropriation accounts and partners’ income covering the periods 1/1/45 
to 31/12/45, 1/1/46 to 30/6/46 and 1/7/46 to 31/10/46 (in columnar form) and 
capital accounts and balance sheet as at 31st October, 1946, in order to 
dotennirio the interests of the throe partners in the firm as at the 31st October, 
1946. 

The following information is supplied to you— 

(1) Assets as at the 31st October, 1946, to be adjusted as under— 

(a) Sundry Debtors an<l Advances on behalf of clients at that 
liate to be valued at the book figures, loss 10%. 

(b) Unrondered costs for work com])leted to be assessed and 
included in the accounts at £1,500. 

(c) Law Library and Office Furniture to be valued at £2,000 and 
£500 respectiv'ely. 

{(1) Goodwill to be valued at £5,000. 

(2) Sundry Creditors as at the 31st October, 1946, totalled £250 (office 
expenses £200, library purchases £50). 

(3) You are to treat (’’s service pay us inc'ome of the partnership. 


Transactions botwtHiii 1st Januarv 

, 1945, and 

31st October, 

1946, wore 

as under :— 

12 Months 

6 Months 

4 Months 


31/12/45 

30/6/46 

31/i0/4fi 

Accounts reiulerod for services 
clients . . 

to 

£8,500 

£3,500 

£5,000 

Receipts 




Accounts collected 

£9,250 

£3,250 

£4,800 

Advances to Clients repaid 

500 

200 

300 


£9,750 

£3,450 

£5,100 

Rat/nients 

Staff Salaries 

£2,000 

£900 

£700 

Kent 

300 

150 

100 

on ice Expenses 

700 

400 

300 

Library Additions 

200 

100 

150 

Amounts paid out on Account 
Clients 

of 

650 

250 

400 

Partners’ Drawings— 

A 

3,000 

2,000 

2,000 

B . 

1,800 

1,000 

1,000 

C . 

500 

— 

750 


£9,150 

£4,800 

£5,400 


Library and Furniture are to be dej)recintetl on cost at 5% p.a. and lO^o 
respectively. Adtlitions to Library are to bo regarded, for depreciation, 
purposes, as having been made on the first day of each period. 
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A. Capital. 


1940 

Oct. 31 

Balance c/d 

1 1945 

£4,000 ! Jan. 1 

1 1946 

1 Oct. 31 

Balance b/d 

(Goodwill 

£3,000 

1,000 



£4,000 1 


£4,000 



1946 
Oct. 31 

Balance b/d 

£4,000 



B. Capital. 



1946 
Oct. 31 

Balance e/d 

I 1945 

£2,500 1 Jan. 1 
! 1946 

1 Oct. 31 

Balance b/d 

Goodwill 

£2,000 

500 



£2,500 1 


£2,500 



1946 
i Oct. 31 

Balance b/d 

£2,500 



C. Capital. 



1946. 
Oct. 31 

Balance c/d 

1 1945 

£1,000 1 June 1 

1 

1 

Balance b/d 
Goodwill 

£500 

500 



£1,000 i 


£1,000 



1946 
Oct. 31 

Balance b/d 

£1,000 



A. Income. 



1945 
Dec. 31 

Drawings 
Balance c/d 

i 1945 

£3,000 : Jan. 1 
646 1 Dec. 31 

_1 

Balance b/d 

Brotit 

£1,000 

2,646 



£3,646 1 


£3,646 

1946 
June 30 

Drawings 

! 1946 

£2,000 ; Jan. 1 
, Jimc 30 

Balance b/d 

Profit 

Balance vjd 

£646 

1,042 
312 



£2,000 


£2,000 

1946 
July 1 
Oct. 31 

Balance b/d 
Drawings 
Balance c/d 

1946 

£312 Oct. 31 
2,000 ; 

303 

Profit 

£2,615 


£2,615 ; 

£2,615 

' 1946 

; Oct. 31 Balance b/d 

£303 
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B. Income. 


1945 
Dec. 31 

Drawings 
Balance c/d 

£1,800 

846 


1945 
Jan. 1 
Dec. 31 

Balance 

Profit 

£500 

2,146 




£2,646 




£2,646 


1946 
June 30 

Drawings 
Balance c/d 

£1,000 

638 


1946 
Jnn. 1 
June 30 

Balance b/d 
Profit 

£846 

792 




£1,638 


i 

I 


£1,638 


1946 
Oot. 31 

Drawings 
Balance c/d 

£1.000 

945 

10 - 

i 1946 
; July 1 

i 

Balance b/d 
Profit 

£638 

1,307 

10 - 



£1,945 

10 - 

1 

i 


£1,945 

10 - 





: 1946 
: Oct. 31 

Balance b/d 

945 

10 - 


C. Income. 


1945 
Dec. 31 

Servnee Pay 
Drawings 
Balance o/d 

£500 

500 

623 

1945 
Jan. 1 
Dec. 31 

Balance b/d 
Profit 

£500 

1,123 



£1,623 



£1.623 

1946 
June 30 

Service Pay 
Balance c/d 

£300 

744 

1 1946 
i Jan. 1 

1 June 30 

Balance 

Profit 

£623 

421 



£1,044 

i 


£1,044 

1946 
Oct. 31 

Drawings 
Balance c/d 

£750 - - 
1,301 10 ~ 

■ 1946 
July 1 
i Oct. 31 

Balance 

J^rofit 

744 - - 
1,307 10 - 


£2,051 10 - 1 

£2,051 

10 - 

i 1946 

1 Oct. 31 Balance b/d 

£1,301 

10 - 




26 


Partnership. 


» o 


00 

CO 

M 

CO 


s 


:gg 

o »o 


.000 
. lO 10 o 
Od uo 


i§l 

iO 
Cf) 


o 

(R O 

. -4-» , 

. 05 t(-i 
CO 0) "cc 

g 

42 S o tJ 

0 <D O) 

wj Q w c; 
CO rH (15 Q) 

** he's 


a 

s 

s 


j s 

W <5 


.Q 

P 

o 

Q 


G 

O 


O 

tH 

i::^ 

S 

0 

►J 


s ^ 

KA O 

ea O 

a 


o 

o' 


1 

o 


o o 

10 >0 


o o 

O 1C 


• O CO 


1 

0 

1 

0 



0 10 

0 r-^ 

0 

0 0 

1 C 05 

0 CO 

<N 

pH pH 



ft ’ 











Partnership. 


27 


ACQUIRING AN INTEREST. 

Generally speaking, a person may acquire an interest in a partner¬ 
ship in one of two ways. Assume for the purpose of easy reference 
that it is X who is to acquire the interest and that the relevant firm 
is that of A, B and C. One of the following events may 
occur:— 

(a) Partner B may assign his interest in the partnership to X 
either absolutely or by way of mortgage or redeemable charge. 
In such a case the rights of X are as against B, and not as 
against the firm. The assignment does not, as against the 
other partners A and C, entitle the assignee X, during the 
continuance of the partnership, to interfere in the manage¬ 
ment or administration of the partnership business or affairs, 
or to require any account of the partnership transactions or to 
inspect the partnership books. The assignee, X, is entitled 
only to receive the share of profits to which B would otherwise 
be entitled, and he must accept the account of profits 
agreed to by the partners. What X actually acquires is not 
so much an interest in the partnership as such, but rather B’s 
share in the partnership. Recognition by the other partners 
may, however, confer the rights of a partner on the assignee, 
and a partnership may be so constituted that the assignment of 
a share places the assignee in the position of the assignor. 
It should be noted that the Partnership Act provides that, 
subject to any agreement to the contrary between the partners, 
a partnership is dissolved at the option of the other partners, 
if any partner allows his share of the partnership property to be 
charged for his separate debt. 

In the case of a dissolution, the assignee is entitled to receive 
the share of the partnership assets to which the assigning 
partner is entitled as between himself and the other partners, 
and for the purpose of ascertaining that share, to an account as 
from the date of the dissolution. 

If the other partners, A and C, do not recognize X as a 
partner all that X has in effect is a right to a certain portion of 
B’s total property, viz ; his share in the firm. The assignment 
would not affect the other partners except in so far as it would 
give them a ground for dissolution, unless there is an agreement 
to the contrary. 

If the other partners do recognize X as a partner, the 
accounts would not be affected unless X were required to 
make some additional contribution in terms of the partnership 
agreement. He would simply stand in the shoes of B. 

(b) Partners A, B and C may allow X to acquire an interest in 
the firm by purchasing a share. It is in this respect that 
arrangements are very often loosely made in practice. 
Partners do not always state clearly just exactly what they 
intend. To illustrate, assume the following balance sheet 
of A, B and C. 
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Cash at Bank .. £2,000 

. £10,000 Other Assets .. 18,000 

4,000 

6,000 


£ 20,000 £ 20,000 


Assume that A, B and C share profits in the ratio of 2 : 1 : 2 
and that they agree with X that lie is to have a quarter 
share of capital and profits on ])aynient of £8,000. 

Two ways of viewing this arrangement are as follows : 

(i) It may be considered that the total proprietorship of the 
firm is £28,(X)0, i.c., the existing £20,000 plus X’s contrib¬ 
ution of £8,000. If X is to have a quarter share of this 
then his eajiital will be £7,000. Since he has brought in 
£8,000 then the additional £1,000 may be taken as premium 
on Goodwill and will be credited to A , B and 0 in the 
ratio in which they shared jirofits. That is, the entry in 
Journal form would ajipear as follows :— 

B^ik T. 7. ”T 7 £^000 

A. Cafutal 

B. Capital 

C. Capital 
X. Capital 

Being payment of £8,000 by X to acquire a 
quarter interest in firm. 

The share of the premium eredited to A, B and C would 
not be withdrawn under these circumstances for no with¬ 
drawal is implied in the arrangement that the total 
proprietorship in the firm is to be £28,000. 

(ii) The view may be taken that if X’s £8,000 is a quarter of the 
total proprietorship, then the total proprietorship must be 
£32,000, i.c. four times £8,000. This would mean that the 
assets must be increased by £4,000, for tlu^ existing pro¬ 
prietorship of £20,000 plus £8,000 is that much short of the 
£32,000 arrived at on the basis of X’s contribution. This 
£4,000 may be due to an undervaluation of assets or 
omission of goodwill of that amount and they may be 
written ufj accordingly. If Goodwill is written up the 
entry would be :— 

Goodwill . . . . . . . . . . £4,000 

A. Capital 

B. Capital 

C. Capital 

Being adjustment for goodwill on admission of X. 
upon payment of £8,000 for a quarter share. 

The £8,000 paid in by X would then be posted from the 
Cash Recc'ipts Journal to the credit of X’s Capital account. 
In the above cases the amount brought in by X was such that 
the adjustments resulted in a credit to the existing partners. It may 
happen, however, that the amount introduced by X is such that a 
debit will result for the partners A, B and C. Assume that in the 
above circumstances X introduces £4,000 for a quarter share. Two 
ways of viewing the arrangement are as follows :— 


£1,600 

800 

1,600 


£400 

200 

400 

7,000 


Proprietorship 

A. Capital .. 

B. Capital . . 

C. Capital 
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(i) If the total proprietorship is to be regarded as being £24,000 
and if X is to have a quarter, then he will have to be 
credited with £6,000. He has, however, only brought in 
£4,000. There is thus an additional credit to be made to 
X’s Capital of £2,000. The existing partners may 
consider that such £2,000 is in the nature of an inducement 
offered to X to make him contribute his £4,000. If so, 
then the Capitals of A, B and C will have to be debited with 
£800, £400 and £800 respectively. 

(ii) It may be argued that if X’s £4,000 is a quarter share of the 
total proprietorship then such total must be £16,000.' 
But when X brings in £4,000 the book value of the 
proprietorship (and hence the assets) will be £24,000. 
On these figures and on this basis the assets are over¬ 
valued by £8,000 and they must thus be written down by 
that amount. The corresponding debits would be to the 
capitals of A, B and C in the ratio in which they share 
profits and losses. 

From a consideration of the alternative constructions which may 
be put upon the arrangement made, it is clear that where such an 
agreement has been effected the partners should be required to state 
their intention as to the course which should be adopted. 

RETIREMENT OR DEATH OF PARTNER. 

Sometimes a partner of the firm may die or retire and the re¬ 
maining members carry on the business. The Partnership Act 
provides, however, that where there is no agreement to the con¬ 
trary, the death of a j)artner is a ground for the dissolution of the 
partnership, and any of the remaining members may move for a 
termination of the partnership on that ground. Should, therefore, 
the members of a firm contemplate the continuation of the business 
after the death of a member, then this should be specially provided 
for in the j)artnership agreement. The retirement of a partner 
is, of course, purely a matter of agreement between the members 
of the firm. 

Where then, a partner dies or retires, and the remaining partners 
carry on, problems often arise as to how such retiring partner or the 
representative of the deceased partner, will be paid what is due 
to him. 

Much depends upon what is agreed among the partners, but 
three ty^ies of ])r()blems which arise are :— 

(1) Where the partners’ lives have been insured^ 

(2) Whore an annuity is to be 2 )aid to the retiring partner. 

(3) Where an account current is to be rendered by the remaining 
partners to the retiring partner. 

The Act provides that where a partnership is dissolved, e.g., 
by the death or retirement of one of its members and there is no 
final settlement of accounts and the remaining partners continue 
to carry on the business without finalising matters with the out¬ 
going partner or his estate, as the case may be, then the outgoing 
partner or his personal representative is entitled at his option to 
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such share of the profits made since dissolution as the Court may 
find to be attributable to the use of his share of the partnership 
assets, or he may elect to have interest on his share of the partner¬ 
ship assets at 6 per centum per annum in New South Wales, Western 
Australia and Tasmania, at 7 per centum in Victoria and South 
Australia, and at 5 per centum in Queensland. 

Such provision for payment of a share of profits or interest where 
there is delay in the settlement of the accounts with a partner or his 
estate does not apply where the partnership business is solely 
carried on to wind up the affairs of the partnership, particularly 
where such carrying on has been with the full concurrence and 
acquiescence of the representatives of the estate of the deceased 
partner. 

Each of the three circumstances referred to above will now be 
considered. 

(1) Life Assurance Policies re Survivorship. 

It not infrequently happens that on the death of a partner, the 
withdrawal of funds from the firm to pay out to the personal repre¬ 
sentative the deceased’s share of capital and profits, would seriously 
embarrass the business. To guard against this, partners’ lives are 
sometimes insured either individually under separate policies 
or collectively under a joint policy. There are two principal 
methods of dealing with the premiums paid, in the books of the 
partnership. 

(a) The premiums when paid may be debited to an Assurance 
Premiums Account, and allowed to accumulate therein, 
the balance of such account at any one year being shown 

0 ( as an asset in the balance sheet. After the first few years 
1 ; (generally three) the payment of each premium will increase 
the surrender value of the policy and it is preferable that 
the balance of Assurance Premiums Account should be 
. adjusted by transfer to Profit and Loss Account, to make 
^ it equal to the surrender value of the policy at any par¬ 
ticular year. This is effected by transferring each year 
to Profit and Loss Account, the difference between the 
premium and the increase in the surrender value. Thus, 
Assurance Premiums Account always remains at its realis¬ 
able value and this facilitates settlement sh ould any 
alteration in the partnership occur not involving a claim 
under the policy, e.g,, where a partner retires. Of course 
if the surrender value is not known, the balance of Assur¬ 
ance Premiums Account will represent the total of the 
premiums paid to date. On the death of a partner the 
amount due under the policy will be recovered and credited 
to this account and the resulting balance representing 
profit will be credited to all the partners’ accounts in the 
ratio in which they share profits and losses. 

(b) An alternative method is where no account representing 
the policy is shown in the books, and the premiums when 
paid are debited to Profit and Loss Account. In the 
event of a claim, the whole of the amount due under the 
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policy is credited to the partners in the ratio in which they 
share profits and losses. Under this method there is an 
unrecorded asset in the books and should a new partner 
be introduced it should be taken into account in the same 
way as goodwill which is not stated at any figure in the 
books. 

Where individual policies have been taken out and one partner 
dies, then it is important to note that only that policy matures. 
In calculating the amount due to the deceased’s personal repre-' 
sentative it will be necessary to bring into account the surrender 
values of the policies of the other partners if they do not already 
appear at that figure. The same position arises where a partner 
retires before the maturity of any of the policies. 

tiiiutrative Example 2. (Partners* Lives Insured Severally.) 

X, Y and Z share profits in the ratios of 1/2, 1/3, and 1/6 respec¬ 
tively. Their lives are insured severally for, X, £9,000, Y, £4,800 
and Z, £2,400, the premiums being charged to Profit and Loss 
Account each year. X died on the 30th June, 1947, at which date 
the surrender value of each of the policies of Y and Z was 25% 
of their value. Calculate X’s share in respect thereto. 

"Solution : 

Amount of X’s policy .. .. .. .. .. .. £9,000 

Y’s surrender value (25% of £4,800) .. .. .. .. 1,200 

Z’s „ „ (25% of £2,400). 600 

£ 10,800 


Of this X ia entitled to i.e., £5,400. 

Illustrative Example 3. (Partners’ Lives Insured Jointiy.) 

Jones and Robinson entered into partnership on the Ist January, 
1948, sharing profits equally. Under the terms of the agreement— 
1. An insurance was effected on their lives jointly for £5,000 
and bonuses. The annual premium was £150—the first 
premium being paid on the 1st February, 1948, which 
amount, including all subsequent premiums, was shown 
in the firm’s Balance Sheet. 

Interest on capital was to be provided at the rate of 5% 
p.a. (interest on drawings to be ignored). 

3., In the event of the death of either partner, the profit from 
date of last Balance Sheet to date of death is to be estimated 
on a time basis pro rata to the net profits of the preceding 
year. 

Goodwill should be brought into the accounts on the basis 
of two years’ purchase of the average profits of the last 
three years. 

Jones died on the 3()th June, 1952. His capital on the 31st 
December, 1951, amounted to £5,680, whilst his dra\^dngs from 
that date to death totalled £750. 

The net profit for the years ended 31st December, 1949, 1950 
and 1951 was £2,000, £2,500 and £600 respectively. 
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You are required to set out Jones’ Capital Account as at the 
date of his death, assuming that the amount received from the 
Insurance Company was £5,550. 

Solution : 


Assurance Premiums. 


ms. 



i 1952. 



v-^l<^eb. 1 

Premium paid 

£150 

June 30 

Cash (amount of 


1949. 



Policy) 

£5,550 

Feb. 1 

do. 

150 



1950. 
Feb. 1 

do. 

150 

1 



1951. 
Feb. 1 

do. 

150 

i 



1952. 
Feb. 1 

do. 

150 




•June 30 

Jones Capital— 
Profit 

. 2,400 j 

i 

! 




Robinson Capital 





—Profit 

. 2,400 1 






£5,550 



£5,550 



1 

Jones Capital. 




1952. 


1951. 



June 30 Drawings . . 

£750 

Doc. 31 

Balance b /d 

£5,680 

Balance c /d 

9,322 

1952. 



June 30 

Share of profit on 
Insurance Policy 

2,400 



i 

1 

Goodwill 

Interest on Capital 

1,700 




^ year at 5% on 
£5,680 . . 

Share of profits J 

142 



1 

share of 6 mos. 
profits (£300) 

150 


£10,072 

1 


£10,072 



1952. 

! Jwly 1 

Balance b /d 

£9,322 

The goodwill is calculated a.s follows 

;_ 



Profit 1949 

.. 


.. £2,000 


^ „ 1950 



2,500 


„ 1951 



600 





£5,100 


Average Profit . . 



. . £1,700 


V 2 years purchase 



. . £3,400 


J ones is entitled to I share 



£1,700 


<2) Annuity. 

Initial problems arising in the payment of an annuity to a retiring 
partner, are firstly, how such annuity will be paid, and secondly, 
how the capital account balance of the retiring partner is to be 
disposed of. The latter problem will really work out according 
to what decision is made in respect of the first one. 
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Regarding the annuity itself, the firm may decide that it will 
pay each annual instalment as it becomes due, or it may decide 
to pay a gross amount to an insurance company as purchase of 
an annuity. In the first case, the annual sums when paid will be 
debited to an Annuity Suspense Account, to the credit of which 
account has already been carried the balance of the retiring partner’s 
capital account (i.e., the final balance after adjustment for profits 
to date, goodwill, etc.). The retiring partner will die either before 
or after his credit in the Annuity Suspense Account has become 
exhausted. Should he die before, then the remaining credit in 
such account represents a profit and will be shared by the surviving 
partners in the profit sharing ratio. Should he die after the credit 
has become exhausted (i.e. by outliving the Annuity Suspense 
Account) then further annuity payments rr^present losses and 
should be transferred to Profit and Loss Account. 

Illustrative Example 4. 

X, a partner in the firm of X, Y, and Z retires on 30th June, 1948, 
at which date the capital accounts stood as follow :— 

X .. .. £3,000 

Y .. .. 2,000 

Z .. .. 4,000 

It was agreed that X was entitled to £500 for goodwill and further 
that he should be paid an annuity of £750 for life in heu of the 
final balance due to him. X died on 3rd March, 1951. The 
partnership agreement provided that should a retired partner who 
is receiving an annuity, die during a year, then the annuity for 
that year is not apportionable. Show X’s capital account and 
the Annuity Suspense Ac(50unt in the books of the firm. 


Solution: 

X Capital. 



1948. 

July 1 Transfer to Annuity 
Suspense 

Account 

: 1948 
June 30 

£3,500 

Balance b /d 
Goodwill 

£3,000 

500 


£3,500 


£3,500 


Annuity Suspense. 



1949 

June 30 C/tish 

Balance c /d 

I 1948 

£750 ! July 1 
2,750 

1 

Transfer X Capital 

£3,500 


£3,500 ; 


£3,500 

1950 

June 30 Cash 

Balance c /il 

■ 1949 

£750 , July 1 
2,000 1 

Balance b/d 

£2,760 


£2,750 ! 


£2,750 

1951 

J une 30 Transfer to Profit 
and Loss Account .. 

1950 
■ July 1 

£2,000 

Balance b/d 

£2,000 


£2,000 


£2,000 


D 
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There are alternative methods of working the above type of 
problem. For example the firm might prefer to debit the annuity 
each year straight to Profit and Loss Account, or to a reserve 
account, or to the capital accounts of the partners. In whatever 
of these latter methods is used, the retiring partner's capital account 
balance will be disposed of by transfer to the capital accounts of 
the surviving or continuing partners in the same ratio as that in 
which they share profits and losses. No adjustment would be 
required on the death of a retired partner where such a method was 
adopted—i.e., there would be no transfer to Profit and Loss Account 
such as was necessary to dispose of the final balance of the Annuity 
Suspense Account representing the profit or loss. 

Purchase of Annuity. 

Should it be decided to purchase an annuity, the firm will pay a 
lump sum to an insurance company which will then be responsible 
for all future annual payments of the annuity to the retired partner. 
It may be agreed that the instalments are to be paid to the firm 
which in turn will hand them over to the annuitant, but that 
arrangement, of course, does not give rise to any difficulty of treat¬ 
ment in the books of the firm. 

The amount to be paid to the insurance company for purchase 
of the annuity may be greater than, equal to, or less than, the balance 
on the retiring partner’s capital account. Should it be greater than 
or less than the capital balance then the difference will be written 
off as loss or profit respectively. Where the payment to the insur¬ 
ance company is of the same amount as the capital balance then 
no adjustment is required since such payment will be debited to the 
retiring partner’s capital account thus closing it. However, these 
adjustments would depend upon agreement. For example it may 
be agreed that should the amount to be paid to the insurance 
company exceed or be less than the capital balance then such differ¬ 
ence will be paid into or taken out of, the firm, by the retiring 
partner, as the case may be. 

Admission of Partner. 

Where a new partner is admitted subsequent to the retirement 
of one who is receiving an annuity, care must be exercised to see 
that the new partner does not have to bear any loss by way of the 
annuity payments unless such has been agreed upon. The difficulty 
may be removed at the time of admission of the new partner by 
crediting the new partner with his share of the total annuity lia¬ 
bility at the date of his admission (calculated on the basis of his 
profit sharing ratio) and debiting such amount to the other partners 
in their profit sharing ratios. Then should future annuity instal¬ 
ments be debited to Profit and Loss Account the balance of same 
may be divided among all the partners in the usual way. 

Illustrative Example 5. 

On the 1st February, 1948, Z retires from the firm of X, Y and Z 
and receives in heu of capital, an annuity of £250. Four years 
later M is admitted as a partner with l/6th share of profits. Prior 
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to his admission X and Y shared profits in the ratio 3 : 2 and it is 
agreed that their new ratio is to be relatively the same as before. 
The annuity pa 3 m[ient 8 had been (and are to continue to be) debited 
to Profit and Loss Account, and at the date of admission of M the 
outstanding annuity liability to Z is estimated to be £3,000. It is 
agreed that M is not to bear any of this liability and you are required 
to show the adjusting entry necessary on the admission of M so 
that no future adjustments of profits or losses will be required. 

Solution : 

M should be credited with l/6th of £3,000, i.e. £500, and X will 
be debited with 3/5ths of £500, i.e. £300, and Y will be debited 
with 2/5th8 of £500, i.e. £200. The adjusting journal entry would 
therefore appear as follows :— 

X Capital .. . . . . .. .. .. . . £300 

Y Capital . . .. . . .. .. .. . . 200 

M Capital .. .. .. .. .. £500 

Being adjustment re outstanding annuity liability to Z 
£3,000 of which M is not to bear any part. 

Sometimes the above adjustment is agreed upon as final and bind¬ 
ing in which case all future pa 3 m[ients of the annuity will be debited 
to Profit and Loss Account. However, should this not be so, and 
should the total annuity liability eventually be greater or less than 
the estimated amount, then a further adjustment will be required 
when that is discovered. 

(3) Account Current rendered to Retiring Partner. 

It is often necessary to render an account current to a retiring 
partner where assets are realised at intervals, creditors are paid at 
different times, and periodical distributions of cash are made to 
such partner as and when available, the whole being subject to 
interest. 

The procedure involved where this is necessary, will be seen from 
the following illustration. 

Illustrative Example 6. 

Cohen and Kelly are in partnership sharing profits and losses 
equally. Kelly retires on 31st December, 1949, at which date the 
assets and liabilities of the firm were as under :— 


Liabilities. Assets. 


Sundry Creditors 

£1,600 

Bank 

£460 

Cohen Capital 

2,100 

Sundry Debtors . . 

4,000 

Kelly Capital . . 

1,100 

Office Furniture . . 

340 


£4,800 


£4,800 


Cohen is to take over the furniture at £300 and to allow Kelly 
£500 for Goodwill. The debtors were realised at an average date 
of 3 months less a loss on bad debts of £210, whilst the creditors 
less an allowance of £50 for discounts, were paid off at an average 
date of 4 months. 

Cohen pays Kelly £250 on 31st March, £250 on 30th June, £250 
on 30th September, and the balance at 31st December. 
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Draw up the account current between Cohen and Kelly, and show 
the final payment made to Kelly on 31st December, 1950, calcu¬ 
lating interest on a monthly basis at the rate of 6% p.a. 


Solution : 

Capital Adjustment. 


Furniture 

£40 

Discount . . 

£50 

Bad Debts 

210 

Cohen Capital 

100 



Kelly Capital 

100 


£250 


£250 


After the adjustments are made Cohen’s capital is £2,000 and 
Kelly’s £1000. Assets are distributed in ratio of capitals, there¬ 
fore Cohen is entitled to 2/3rds and Kelly l/3rd. 

The account current will be in the following form:— 

Kelly in Account Current with Cohen. 

Debit Side Mos. Interest Principal 


1950. 


March 31 

Cash . . 

i ^ 

1 11 

5 ~1 250 

_ 


April 30. 

Sundry Creditors 1 /3— £1550 

8 

i 20 

13 4| 516 

13 

4 

Juno 30. 

Cash. 

6 

7 

10 250 

- 

- 

Sept. 30 

Cash .. 

3 

3 

15 -1 250 

- 

- 

Doc. 31. 

Balance of Interest .. . J 


58 

17 8 




Cash .. , . .. .. j 

1 



1 808 

17 

8 




£102 

1 £2,075 

11 

- 

Credit Side 


Mos. 

Interest Principal 


1950. 




1 



Jan. 1 

Office Furniture 1 /3—£300 . .! 

12 

6 

- - 100 

- 

- 


Cash 1/3--£460 

12 

9 

4 -! 153 

6 

8 


Goodwill 

12 

30 

- -i 500 

_ 

- 

March 31. 

Sundry Debtors 1/3—£3790 

9 

56 

17 -1 1,263 

6 

8 

Dec. 31 

Interest per contra .. 



1 58 

17 

8 




£102 

1 - £2,075 

11 

- 

Note : 








The Adjustment Account shown above, is, in a sense, fictitious 
at the commencement since the profits or losses on realization 
(and therefore the adjustments to be effected) are not known until 
after such realization has been completed. It is, however, the only 
way in which such a type of problem may be solved. 

General Retirement. 

In many cases the retirement of a partner may not require any 
of the above considerations, such retiring partner’s share simply 
being ascertained and paid over to him, or in the case of a deceased 
partner, to his personal representative. In the following illustra¬ 
tion, a partner retires, the cash necessary to pay him out being 
found by the continuing partners, and in addition, there is a sub¬ 
sequent readjustment of capitals of such continuing partners. 
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Dlustrative Example 7. 

The Mesmer Trading Co. consisted of partners, P, Q and R whose 
capitals at 30th June, 1949, stood as follows :—^P, £2,000, Q, £1,500 
and R, £500. 

On the 30th June, 1950, Q retires. The profit for the year was 
£1,800 and the partners had drawn during the year, P, £160, Q, £120, 
R, £60, which amounts were drawn in equal quarterly instalments 
on the last day of each quarter. 

Interest on capital and drawings is to be allowed and charged 
at 6% per annum, calculated in months. 

P and R agreed to introduce the necessary cash to pay out Q 
in the ratio of their last agreed capitals. 

All transactions concerning Q’s retirement were effected on the 
1st July, 1950, and on that date the remaining partners P and R 
further agreed that the capital of the firm should be fixed at £5,000 
to be shared in the ratio of 4 and 1 respectively. The adjustment 
necessary to reduce the capitals to the desired ratios, was to be 
effected by transfer to current account. 

Show the Appropriation Account and partners' capital accounts 
after passing the above transactions. 

Solution : 


Appropriation. 


1950 

Juno 30 Interest on 
capitals— 

P £120 - - 

Q 90 - - 

R 30 - - 

240 - 

Profit to— 

P £622 11 - 
Q 622 11 - 

R 622 11 - 

1,667 13 - 

1960 

June 30 Profit for 

year £1,800 - - 

Interest on 

Drawings— 

P £3 12 - 
Q £2 14 - 
R 17- 

7 13 - 

£1,807 13 - j 

£1,807 13 - 

P C 

lapital. 

1950 

June 30 Drawings 160 - - 

Interest on 

Drawings 3 12 

July 1 Balance c/d 4,070 16 7 

j 1949 

1 July 1 Balance b/d 2,000 - - 

1 1950 

June 30 Interest on 

capital 120 - - 

Profit 522 11 - 

July 1 Cash 1,591 17 7 

£4,234 8 7 j 

1 

I960 1 

July 1 Transfer to 1 

Current 70 16 7 

Balance c/d 4,000 - - 

£4,234 8 7 

19,60 

July 1 Balance b/d 4,070 16 7 

£4,070 16 7 

£4,070 16 7 


1950 

July 1 Balance b/d 4,000 - - 
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Q Capital. 


1960 



1949 




June 30 

Drawings 

120 - - 

July 1 

Balance b/d 

1,500 



Interest on 


1950 



Drawings 

2 14 - 

June 30 

Interest on 



July 1 

Cash 

1,989 17 - 


Capital 

90 






Profit 

622 

11 



£2,112 11 - 



£2,112 

11 


R Capital. 


1950 

June 30 Drawings 60 - - 

Interest on 

Drawings 17- 

July 1 Balance c/d 1,389 3 5 

1949 

July 1 Balance b/d 500 - - 

1950 

June 30 Interest on 

Capital 30 - - 

Profit 522 11 - 

July 1 Cash 397 19 5 

£1,450 10 5 

£1,450 10 5 

1960 

July 1 Transfer to 

Current 389 3 5 

Balance c/d 1,000 - - 

1950 

July 1 Balance b/d 1,389 3 6 

£1,389 3 5 

£1,389 3 6 


1950 

July 1 Balance b/d 1,000 - - 


Note : 


The interest on drawings is ascertained by the Average Due Date 


method as follows :— 




Partner P 

1949 

Amount 

Months 

Products 

30 Sept, (zero) 

.. £40 

— 

— 

31 Dec. 

.. 40 

3 

120 

1950 

31 Mar. 

.. 40 

6 

240 

30 June 

.. 40 

9 

360 


£160 720 


Average Due Date is months = 4 J months, after zero date— 

i.e. 14th February, 1950. 

Interest on £160 at 6% from 14th February, 1950, to 30th 
June, 1950 

_ 160 X 6 X 4^ 

“ 100 X 12 

= £3 12 0. 

Similarly Q’s interest will be found to be £2 148. Od. and that of 
R, £1 7s. Od. 
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NOTIONAL LOSS AND DISTRIBUTION BY INSTALMENTS. 

In a dissolution of partnership it commonly happens that the 
process of realization of assets is extended or prolonged. This 
occurs because it may be that it is impossible to realize the total 
of sundry debtors immediately, or perhaps a better price may be 
obtained for stock in trade if sold in portions over a period of time, 
and so on. 

Should then the partners desire to draw part of what is due to 
them, care must be exercised to see that some partners are not paid 
more than that to which they are entitled. This difficulty arises 
where partners share profits in a ratio other than that in which 
their capitals stand. That this is so will be evident from the 
following simple illustration :— 

P, Q and R are partners sharing profits and losses in the ratio 
2 : 2 : 1. Their Balance Sheet at date of dissolution was a follows : 

P, Q and R. 

Capital Accounts : Sundry Assets .. .. £20,500 

P 6,000 
Q 4,000 
R 1,000 

- £11,000 

Sundry Creditors .. .. 9,500 

£20,500 £20,600 


One month after the date of dissolution, the assets realized to 
date produced £15,500. After paying sundry creditors, there is a 
balance of £6,000 available to the partners. 

Now the problem is—^how is the £6,000 to be divided amongst 
the partners ? It is quite evident that R is not entitled to any 
of it, because as to the £5,000 assets remaining, the possibility must 
be admitted that it may be a total loss. In the event of this, such 
loss would be shared according to the ratios 2:2:1 and thus R 
must bear £1,000. Since he only had £1,000 capital to begin with, 
he would be required to introduce cash to cover a deficit on his 
capital account if he had received an interim dividend out of the 
£6,000, and further the possibility must be considered that R might 
become insolvent and this would cause hardship to the other 
partners. 

The difficulty may be overcome by assuming that at the date of 
the distribution of the interim amount, the remaining assets unsold 
will realize nil. 

Applying this principle to the example above, we have £5,000 
as the greatest possible loss if the remaining assets are valueless. 
In such case the position would be— 

Share of Loss Balance of Capital 
P Two-fiftha .. £2,000 £4,000 

Q Two-fiftha .. £2,000 £2,000 

R One-fifth .. £1,000 nil. 

So, if we carry in the capital accounts, credit balances sufficient 
to meet the loss if it occurs, we can pay out to the partners any 
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excess over those necessary carry forwards, and in this particular 
case we are able to pay P £4,000 and Q £2,000. R receives nothing 
and the capital accounts now stand at—£2,000, Q £2,000 and 
R £1,000. 

It should be observed that the assumed maximum loss is 

Notional only and no actual loss on realization is actually 
charged to partners until all the assets have been sold or written 
off as valueless. 

Note also that the adjusted capitals are now in the ratio of 2 : 2 : 1, 
the profit-sharing ratio ; and that any subsequent interim dis¬ 
tributions should be made in these proportions. By so doing, 
no partner will be called upon to repay money he may have re¬ 
ceived in excess of that to which he was entitled. 

Continuing the foregoing example, if a further £1,250 is realized, 
P will receive £500, Q £500, and R £250, thus reducing the capitals 
to P, £1,500, Q, £1,500 and R £750. Thus the total realized to 
date is £15,500 plus £1,250 = £16,750. Since the book value of 
the assets is £20,500, the maximum possible loss on realization 
at a later date, if we consider the remaining assets as valueless, 
is £3,750. 

This loss would be borne as follows :— 

P, £1,500 ; Q, £1,500 ; R, £750. The result of this would be 
to close off all Capital Accounts. 

In the above case it so happened that dividing the notional loss 
of £5,000 resulted in R having to bear (notionally) a loss of £1,000 
which was just equal to his capital account balance. If, however, 
R had had to bear a notional loss which was greater than his 
capital balance, his capital would then (notionally) be in debit. It 
would then have to be assumed further that as to this debit R would 
be insolvent and thus the rule in Gamer v. Murray would have to be 
applied (again notionally). The following example illustrates the 
procedure. 

Illustrative Example 8. 

X, Y and Z were in partnership sharing profits equally. At 30th 
June 1950 when the usual final accounts were prepared their capitals 
were stated therein at £30,000, £10,000 and £4,000 respectively. One 
month later, on the 1st August, they decided to dissolve at which date 
their capitals stood at £27,000, £10,000 and £3,000 respectively. 
They agreed to sell the assets as and when they could and that on the 
first of each month they would distribute the cash available up to date. 
The following are the details as to sale etc., of assets :— 

Month ended Month ended Month ended 
1st Sept. 1st Oct. 1st Nov. 


Cash received on Sale .. .. £22,000 9,900 3,090 

Loss on Sale .. .. .. 3,000 1,800 210 

Book value of remaining assets 15,000 3,300 Nil 

All liabilities of the firm had been paid as at the 1st August. 
Prepare a statement showing how the periodic distributions of 
cash were made. 
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Solution: 


Statement of Distribution of Cash 



X 

Y 

z 

Total 

Capitals at 1st August 

Loss for August .. 

£27,000 

1, 00 

10,000 

1,000 

3,000 

1,000 

40,000 

3,000 

Balance of Capitals 

Notional Loss of £15 000 divided 
The notional loss of Z is £3,000 

26 000 
(6,000) 

9,000 

(5,000) 

2,000 

(5,000) 

37,000 

(15,000) 


greater than his capital balance. 
If the notional loss became an 
actual loss and if Z were in¬ 
solvent, the debit on his capital 
account of £3,000 would have 
to be divided between X and Y 
according to the rule in Garner 
V. Murray, i.e. in the ratio of 
their last agreed capitals which 
were £30,000 and £10,000 re¬ 
spectively. There is thus an 
additional notional loss for X 


and Y of 

Total Notional Loss 

Cash Distribution at 1st Sept. .. 

(2.250) 

(7.250) 
18,750 

(750) 

(5,750) 

3,250 

3,000 

22,000 

Balance of Capitals 

Loss for September 

7,250 

600 

5,750 

600 

2,000 

600 

15,000 

1,800 

Notional Loss of £3,300 divided 
Cash Distribution at ist Oct. 

6,650 

(1,100) 

5,560 

5,160 

(1,100) 

4,050 

1,400 

(1,100) 

300 

13,200 

(3,300) 

9,900 

Balance of Capitals 

Loss for October .. 

1,100 

70 

1,100 

70 

1,100 

70 

3,300 

210 

Balance of Capitals 

Cash Distributed at 1st Nov. 

1,030 

1,030 

1,030 

1,030 

1,030 

1,030 

3,090 

3,090 


In the above working, the figures in brackets are notional only, and are 
not entered in the financial books. 

The position is slightly different where profits and losses are 
shared in the same ratio as that in which the capitals stand. This 
is illustrated in the following case :— 

Illustrative Example 9. 

L, M and N were in partnership sharing profits and losses in 
proportion to their respective capitals. They agreed to dissolve 
partnership on 31st December, at which date their assets and lia¬ 
bilities were as under :— 


Liabilities: Assets : 


Creditors 


£3,800 Bank 

£360 

Capital Accounts— 


Debtors 

6,900 

L. 

£6,000 

Plant and Fixtures 

2,500 

M. 

4,600 

3,000 

Stock 

7,640 

N. 



13,500 


£ 17,300 £ 17,300 
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What would the distribution be in each of the following cases, 
assuming the partners had no separate assets, and the amount 


realised for the partnership 

assets was :— 


1st case 

. ■ .. 

£820 

2nd case 

•. • • 

2,100 

3rd case 

.. .. 

6,000 

4th case 

.. 

8,000 

Solution : 



1st CASE: 

Cash at Bank. 


Proceeds of Realisation 

1 Creditor- 

— 


of Assets 


£820 - - 


A 

B 

C 


£466 13 4 
233 6 8 
120 - - 


£820 - - 


£820 - - 


2nd case : 


Gash at Bank. 


Proceeds of Realisation 


Creditors 

.. £1,230 



of Assets .. .. £2,100 


Partners* Advances 






X .. 

621 

8 

6 



Y 

248 

11 

6 

£2,100 

- - 


£2,100 



3rd case : 







Cash at Bank. 




Proceeds of Realisation 


Creditors 

..£1,230 

_ 

— 

of Assets .. .. £5,000 

- - 

Partners’ Advances 






X .. 

.. 1,000 

- 

- 



Y . . 

400 

- 

— 



Partners’ Capital 






X . . 

. . 1,285 

— 

— 



Y 

. . 1,085 

- 

- 

£5.000 

- - 


£5,000 

- 


4th case : 







Cash at Bank. 





Proceeds of 

Realisation 

Creditors 


..£1,230 - - 

of Assets 

. . £8,000 - - 

Partners’ Advances 




X 


.. 1,000 - - 



Y 


400 - - 



Capitals 

X 


. . 2,000 - - 



Y 


.. 1,800 - - 



Surplus to 

X 


785 - - 



Y 


785 - - 


£8,000 - - 



£8,000 - - 


Note : 

In cafie 3 the partners’ distributions are calculated after allowing for possible 
loss as explained under “ Notional Loss and Distribution by Instalments.” 
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V/' EXAMINATION QUESTIONS. 

Question 1. 

D, E and F were partners sharing profits and losses equally. F died, 
and at the date of his death the capital accounts stood at;«D, £3,000; E, 
£2,000 ; and F, £500. The partners had taken out a life policy on their 
joint lives, the premiums having boon paid from profits. On the death of F, 
the sum of £3,000 was payable. It .was agreed that D and E should carry on 
the business and that in settling the amount due to Estate of F, the value 
of goodwill should bo increased by £1,000. 

By means of a statement, sliow the amount due to the Estate of F, deceased. 

{Association of Accountants in Australia.) 


Question 2. 

A trading Partnership consisting of A, B and C decided on a dissolution 
of partnership as at 28th August, 1935. At that date, the assets comprised :— 
Cash £317, Bills Receivable £825, Book Debts £4,020, Plant and Machinery 
£3,200, Stocks £3,080, Land and Buildings £3,(>03. The liabilities consisted 
of:—Bills payable £700, Bank Overdraft, £2,100, Trade Creditors £1,665, 
whilst Partners’ Capital Accounts wore “ A ” £6,000, B *’ £4,400, “ C’s ” 
Capital Account was overdrawn £350. 

Profits wore divisible in the proportion of “ A ” three-.sixths, “ B ” ..wo- 
sixths, “ C ” one-sixth. “ C ” had become insolvent and “ A ” and B 
recovered from his Trustee £90 only. 

The assets realized the following amoimts :—Bills Receivable £825, Book 
Debts, £3,800, Plant and Machinery £2,700, Stocks £3,000, Land and Buildings 
£3,508. 

The expenses of dissolution amounted to £185. 

You are required to prepare final accounts, showing the amount each 
Partner will receive. 

{Institute of Chartered Accountants in Australia.) 


Question 3. 


Black and White, who share profits and losses in the proportion of 6 and 3 
respectively decided to dissolve partnership as at 31st March, 1941, at which 
date their Balance Sheet was as follows :— 

LIABILITIES. 


Creditors ... ... ... £3,525 

Lender—Loan @ 6% p.a. 1,000 

Current Accounts— 

Black ... ... £450 

Wliite ... ... 225 

- 675 

Capital Accounts— 

Black .6,000 

White .2,500 

- 8,500 


ASSETS. 

Machinery and Plant ... £1,500 

Fixtures and Fittings ... 250 

Stock . 5,000 

Debtors ... ...£5,450 

Less Doubtful 

Debts ... 250 

- 5,200 

Cash at Bank ... ... 1,600 

Cash in Hand ... ... 126 


Accounts paid in advance... 26 


£13,700 £13,700 


Not n^aiisations for cash wore as follows :— 

Machinery and Plant. £1,000 

Fixtures and Fittings 150 

Stock . 4,500 

Debtors . 5,250 

Rebate for Advance Payments ... ... 15 


Creditors; plus £100 omitted from the Balance Sheet; less a discount 
of 2A % on total, were paid in full. Cancellation of lease cost £275. Expenses 
of winding up were £150. 

On 30th April, 1941, the partners received the amounts duo to them respec¬ 
tively. * 

You are required to state Realisation and Cash Accounts and also final 
accounts of the partners as at 30th April, 1941. 

{International Institute of Accountants.) 
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Question 4. 

A, B, C and D were partners sharing profits and losses in the proportions 
of A S-lOths, B, C and D l-5th each, the remaining 1-lOth being plaoed to 
reserve. 

On 1st January they decided to admit £ as a partner on his introducing 
capital in the same proportion in which he is to share profit, viz., l-Gth. 

Further provisions were :— 

(a) The practice of crediting 1-lOth to reserve was to discontinue. 

(b) The old partners* capitals were to be adjusted in the proportion in 
which they will share future profits and losses. In'giving effect to 
these adjustments, further contribution by the original partners was 
to be reduced to a minimum, but no partner was to draw out more 
than £500. 

Prior to the admission of E, the capital accounts were :—A, £7,800 ; B, 
£6,100; C, £6,400; D, £5,000 and Reserve Account, £900. 

Show the capital accounts after recording the adjustments on admission 
of E. 

{Association of Accountants of Australia.) 


Question 5. 

Black and ^Tiite, who shared profits and losses in the proportion of throe- 
fifths, and two-fifths respectively, dissolved partnership on 31st December, 
1936. Black purchased the assets, paying White his share in cash on the 
date of dissolution. In arriving at the amount due to White, Plant was 
valued at £2,500 and Goodwill at Two years* purchase of the average net 
profits for the three years preceding dissolution. 

The plant appeared in the books at £5,000, and the value of £2,500 was 
arrived at after allowing for depreciation at the rate of £500 per annum over 
the last five years. It was agreed that, should £2,500 be exceeded in a sale 
within twelve months. White would receive a re-adjustment of his share on 
the ground that the rate of depreciation adopted for the purposes of dis¬ 
solution was excessive. 

It was also agreed that, in event of certain book debts which had been 
written off being recovered after dissolution, White should receive such amount 
as would have been due to him had they been collected at the date of writing 
off. 

During the three months following dissolution, Black sold the plant for 
£3,300 after having spent £300 on a general overhaul. He also succeeded in 
collecting two book debts of £300 (written off in December, 1931) and £100 
(written off in December, 1936) following legal proceedings which cost £30 
and £20 respectively. 

Show by means of a statement the amount due to White. 

{Association of Accountants of Australia.) 


Question 6. 

Glass, Wood and Stone dissolved partnership on 30th June, The position 
of the firm at that date was as follows :— 

LIABILITIES. ASSETS. 


Capital— 

Glass . £2,400 

Wood . 1,600 

Sundry Creditors ... ... 4,000 


8,000 


Plant 

£2,500 

Stock 

2,200 

Debtors 

2,500 

Cash 

420 

Stone—Capital A/c (over¬ 


drawn) ... 

380 


8,000 


Profits and losses were shared in the proportions 4:3:2. 

The assets realised the following sums, viz.. Plant £2,000, Stock 16/~ in 
the £, and Book Debts 15/- in the £. 

The expenses of winding up totalled £130 and £220 was recovered from 
the separate estate of Stone, who was insolvent. 

Show by means of ledger accounts the entries required to close the books 
of the film. {Association of Accountants of Australia.) 
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Question 7, 

J, B and K were in partnership, dividing profits and losses in the proportion 
two-fifths, two-fifths, and one-hfth respectively. The partnership was dis¬ 
solved as on 31st December, upon which date the position of the firm was as 
follows :— 

BALANCE SHEET. 

LIABILITIES. ASSETS. 


J. Capital 

B. Capital ... 

...£3,000 
... 2,000 

£5,000 

1,300 

5,800 

1,040 

Sundry Assets 

Sundry Debtors ... 
R. Capital A/c. ... 
Cash in Hand 

... £10,520 
2,000 
500 
120 

J. Loan A/c. 

R. Loan A/c. 

... 500 

... 800 

Sundry Creditors 
Bank Overdraft 






£13,140 


£13,140 


The expenses of the dissolution were £105. J. took over the business, 
paying £2,600 for goodwill. The sundry assets were valued at £7,850. Pre¬ 
pare the final accounts of the partners, closing the books of the old partnership 
and show the result of the dissolution on the assumption that R. is unable to 
contribute. 

{International Institute of Accountants.) 


Question 8. 

Three partners, trading as Bond and Company, shared profits in the pro¬ 
portions of A—f ; B—J ; C—the remaining | being credited to reserve. 

C retired on the 31st December, at which date the Balance Shoot of the 
firm was as follows :— 


LIABILITIES. ASSETS 


Capital—A 

. £2,000 

Cash 

. £2,100 

B 

. 1,500 

Debtors 

. 1,800 

C 

. 1,500 

Stock 

. 1,370 

Reserve 

. 700 

Plant 

800 

Creditors ... 

. 370 




£6,070 


£6,070 


C was paid the sum of £2,000 from the funds of the firm, in full settlomont 
of his interest. 

Immediately following C"s retirement X was admitted into the firm on tho 
following terms:— 

(a) Provision of 20% to be made on debtors to provide for bad debts. 

(b) Goodwill waa valued at £1,000 and was to appear in the books at that 
figure. 

(c) X to bring in plant valued at £400 and sufficient cash to make his 
capital equal to one-fifth of the net assets of tho new firm. 

(d) X to receive one-fifth of the profits and the practice of placing one- 
eighth to reserve was to continue. Tho balance of profits to bo 
shared by A and B in the same ratio that existed before tho retire¬ 
ment of C. 

You are required to show:— 

1. Partners* Capital Accounts and Balance Sheet following:— 

(a) the retirement of C; 

(b) the admission of X. 

2. Proportions in which profits and losses will be allocated in tho firm 
as newly constituted. 

{Association of Accountants of Australia.) 
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Question 9 . 

The business of James Johnson & Co. for the year ended 30/6/39 resulted 
in a net profit of £950 from trading operations. There were four partners 
in the firm. The capital was subscribed as follows:—£250, B £750, and 
C £200. D did not subscribe any capital. More finance being required, 
advances were made to the firm on 31/12/38 by C and D of £100 each. B 
on 31/3/39 paid one of the partnership debts for £60 out of his own bank 
accoimt. On 31/12/38 B and C each dmw £400 as salaries for the year ended 
30/6/39 but while all the partners agreed to B receiving scdary as drawn there 
was not any agreement regarding salary for C, who acted as the firm’s account¬ 
ant throughout the period. The assets in the business were disposed of 
for £1,250 on 30/6/39 representing a loss on sale of £2,050. The b ank balance 
after discharging the overdraft which was secured now amounted to £300 
and there were unsecured creditors of £350. D was declared bankrupt and 
his estate could not contribute anything. At the same time C also was de¬ 
clared bankrupt and his estate paid creators only 5/- in the £. 

You are required to draft the necessary accoimts to record the above trans¬ 
actions and to show the position of the partners as regards the disposal of the 
balance of cash assuming that A and B each had capital outside the business 
which could, if necessary, be introduced to meet any deficiency. 

{The Institute of Chartered Accountants in Australia.) 


Question 10. 


Beech, Cedar and Elm, who share profits and losses equally, dissolve 
partnership. Proceeds of Sales of Assets were to be distributed as and when 
received. Partners’ Capitals were :—^Beech, £6,000 ; Cedar, £3,000 ; Elm 
£ 1 , 000 . 

After paying Creditors, the assets realized as under :— 



Debtors 

Plant 

Stock 

Furniture 

Expenses 


£ 

£ 

£ 

£ 

£ 

March.. 

1,500 

500 

600 

100 

200 

May .. 

500 

700 

400 

600 

100 

July .. 

1,000 

800 

1,700 

100 

200 


Show how cash received should be distributed, and state partners’ capital 
accounts. 


[Sydney Technical College), 


Question 11. 

Black and White, who share profits and losses in the proportions of 5 and 3 
respectively, agreed to dissolve Partnership as at 30th June, 1937, their 


Balance Sheet on which date being 
LIABILITIES. 

Creditors. £9,316 

Black- 

Loan Account ... £2,800 
Interest at 6% per 

annum ... 84 

- 2,884 

Capital Accounts— 

Black .£8,000 

White .6,400 

- 13,400 

Current Accounts— 

Black . £800 

White ... ... 400 

- 1,200 

£ 26,800 


follows:— 


ASSETS. 


Goodwill ... ..^ 

... £4,000 

Fixtures and Fittings 

1,000 

Plant . 

2,400 

Stock 

9,200 

Debtors . 

... 10,000 

Bankers . 

200 


£ 26,800 







Partnership. 


49 


In course of realisation it was found that a liability to Brown & Go. of £160 
for stock purchase had been omitted from the Balance Sheet, and that the 
goods had been included in the value of Stock on hand. 

The Assets realised, net, as follows :—Goodwill £2,000; Fixtures and 
Fittings £800; Plant £2,100; Stock £8,500; Debtors £9,200. Sundry 
Expenses amounted to £150. 

On 31st August, cash for not proceeds of assets was received, Creditors 
settled with in full for £9,290, and the partnership accoimts closed. 

Show, and close. Realisation Account and Cash Account, and final individual 
accounts of Partners. 

{Federal Institute of Accountants.) 


Question 12. 

A and B were partners sharing profits and losses in the proportion of two- 
thirds and one-third respectively. X, a large creditor of the firm, obtained 
judgment against the partners and they were eventually made bankrupt. 
At the date of the sequestration (adjudication) order the Balance Sheet of 
the firm appeared as under. 


LIABILITIES. 


ASSETS. 


Capital A/cs. 


Freehold . 

... £1,700 

A . 

£900 

Plant 

1,820 

B . 

200 

Stock . 

1,720 

A-Loan A/c. 

500 

Cash at “ Y ” Bank 

60 

Profit & Loss Appropria¬ 


Debtors 

1,150 

tion A/c. 

200 



Creditors— 




X . 

2,300 



Sundry . 

1,900 



Bills ... ... ... 

450 




£6,450 


£6,450 


The partners’ private estates realised—^A, £500 (excluding loan to firm) 
and B, £2,300, and their private debts, £700 and £1,500 respectively. The 
partnership assets realised—Freehold, £2,000 ; Plant, £900 ; Stock, £1,050 ; 
and Debtors, £840. Bills Receivable amounting to £220 which the firm had 
discounted with the “ Y ” Bank were dishonoured subsequent to the date of 
the Bankruptcy and proved to bo valueless. The expenses of winding up 
the partnership amounted to £260. 

Show the ledger accounts of the firm as they would appear after the books 
had boon closed. 

{Association of Accountants of Australia.) 


Question 13. 

K, L and M. have been in partnership for a number of years. The terms 
of the partnership in respect to the sharing of profits were that after charging 
against profits salaries of £1,000 to K., £700 to L., and £500 to M, together 
with interest at 4% per annum on the average balances of their Capital and 
Current Accounts, the remainder was shared in the respective ratios of 6, 3 
and 1. At the close of the year ended December 31, 1941, it was found before 
charging Partners* Salaries and Interest on average balances, that;— 

(a) the profits were £7,500, 

(b) the average balances were :— 

K. £9.000 credit 

L. £300 credit 

M. £700 credit, 

(c) the balances of Capital and Current Accounts were 

K. £6,000 credit 
£100 debit 

M. £1,000 credit. 
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It is desired to adjust the balances of their Capital and Current Accounts 
80 that they will be in the same proportions as the ratios in which the Partners 
share profits. In making this adjustment, it is desired to make a cash dis¬ 
tribution of as small an amount as possible to the partners and so that none 
of them will be called upon to pay in cash. 

Prepare in the form of a column for each Partner a Statement showing :— 

(1) Partners* Accounts before charging Salaries cuid Interest at December 
31, 1941. 

(2) Allocation of Salaries, Interest and Net Profit for year. 

(3) Cash distributed. 

(4) Final balances of Partners’ Accounts. 

{Commonwealth Institute of Accountants.) 


Question 14. 


The following is the Balance Sheet, as at 30th April, 1940, of A, B and C, 
who shared profits in the proportions of 5, 3 and 2 respectively :— 
LIABILITIES. ASSETS. 


Creditors . 

£3,410 

Freehold Promises 

£16,000 

Bills Payable 

4,562 

Machinery and Plant 

3,882 

Bank 

1,904 

Fixtures and Fittings 

395 

Capital Accounts— 


Motor Vehicles 

772 

A. .. £16,000 


Stock . 

10,340 

B. .. 10,000 


Debtors .£8,060 


C. 5,000 


Loss Reserve for 



30,000 

Doubtful Debts 600 





7,660 



Bills Receivable ... 

1,927 


£39,876 


£39,876 


On Ist May, 1940, they admitted D into partnership on the following 
terms:— 

(a) D to bring in £5,000 as Capital, emd £1,250 for one-fifth share of 
Goodwill, which amount is to remain in the business. 

(b) Interest on Capital Accounts to be at the rate of 6 per cent, per 
annum, and the salaries of partners to be :— 

A £750 ; B £650; C £650 ; and D £600 per annum. 

(c) Stock to be written down by 15 per cent, and Freehold Promises 
Machinery and Plant, Fixtures and Fittings and Motor Vehicles to 
be taken over at valuation. 

’(d) Reserve for Doubtful Debts to be raised to £1,000. 

A, B and C to share profits in the ratios as formerly. 

The valuations, in terms of the Agreement, were as follows :—Freehold 
Premises £14,000; Machinery and Plant £3,600; Fixtures and Fittings 
£300 ; and Motor Vehicles £700. 

The profit on trading, before charging interest on Capital Accounts and 
salaries of partners, for the year ended 30th April, 1941, is £6,109. 

Make the necessary adjusting entries on the admission of D, give a Balance 
Sheet of the new Partnership as at Ist May, 1940, and state the Appropriation 
Account of the partnership as at 30th April, 1941. 

{Federal Institute of Accountants.) 


Question 16. 

A and B, Accountants in public practice, were approached by C, the sur¬ 
viving partner of another Accountancy firm with a view to the amalgamation 
of the two practices. C represented that he was confident that ho could 
bring in at least £2,000 gross fees per annum from his former partnership 
and agreed that any deficiency on that figure should bp borne by him in the 
proportion that the not fees of the new firm bore to its gross fees. " 
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A partnership deed was prepared on this basis, the respective shares of 
profits being fixed at A and C, 45% each, and B, 10% (with a guaranteed 
minimum of £400 per annum). C*s share was subject to proportionate 
abatement, should the gross fees brought in by him be less than £2,000. 

At the end of the first year gross fees earned were £5,000 (of which C con¬ 
tributed £1,800) while expenses absorbed £2,000. 

Prepare a statement showing the amount to which each partner was en¬ 
titled. 

{Commonwealth Institute of Accountants.) 


Question 16. 

A, B and C in partnership, sharing profit in the ratio of one-half, one-third, 
and one-sixth dissolved partnership. 

At the date of dissolution an Asset of 3,000 shares of £1 each fully paid, 
in Chawtok Mines Limited appeared at cost, £2,400, lu the Firm’s books. 

The Partners were unable to find a purchaser of the sliares at a satisfactory 
price, and could not agree amongst themselves as to the Asset’s value. 

In order to wind up the accounts how should the asset be dealt with ? 
What entries should be made in the books therefor ? Give reasons for your 
conclusions. 

{Federal Institute of Accountants.) 


Question 17. 

A and B commenced business in partnership on Ist January, 1938, with 
capitals of £8,200 and £7,600 respectively. They drew annual salaries as to 
A £650 and B £900. B, the managing partner, gave notice of his retirement 
from the business as on the 31st December, 1940. In the settlement Goodwill, 
which has not previously appeared in the books, is valued at three times the 
average annual super profits of the previous two years, based upon the excess 
of net profit over 4% p.a. of average proprietors’ capital employed in the 
business in those years. For the purpose only of calculating Goodwill, the 
value of A’s services is notionally assessed at £350 p.a., and in the adjustment 
of capital accounts, inter se, provision for bad debts is increaaod by £100 in 
1939 and a further £120 in 1940. Over depreciation of Plant and Vehicles 
is adjusted by £150 in 1938, £176 in 1939, and £176 in 1940. In the course 
of the entries Goodwill account is raised in the books to the extent only of the 
share paid to B. Net profits as shown in the past accounts were :—1938, 
£3,000 ; 1939, £2,500 ; and 1940, £2,750. 

As on the 1st January, 1941, A admits C to partnership as managing partner, 
C paying in cash such sum by way of capital as will give him an equal interest 
in tlie net assets ; the whole of such money to be employed in the business. 

You are required to— 

1. Show by moans of tabulated statements— 

(a) Adjusted annual profits of A and B. 

(b) Adjusted annual capital of A and B. 

(c) Calculation of share of Goodwill credited to B (calculate to 
nearest £). 

2. Show A and C’s Capital accounts, and Goodwill account as they will 
appear in a pro forma Balance Sheet. 

{Federal Institute of Accountants,) 


Question 18. 

Black and White are partners, sharing profits in the proportion of three- 
fifths to two-fifths respectively. As from 30th June, 1944, Green is admitted 
as a partner with a quarter share in the profits, the balance being shared by the 
original partners in the same proportion as before. 
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At 30th June, 1944, the balances on the partnership books road as follow :— 


Sundry Creditors ... ... ... ... ... ... ... £700 

Capital Accounts—Black ... ... ... ... ... ... 3,500 

White. 2,250 

Current Accounts—Black ... ... ... ... ... ... 600 

White (Dr.). 320 

Leasehold ... ... ... ... ... ... ... ... 1,000 

Bank. 275 

Cash in Hand ... ... ... ... ... ... .... 115 

Debtors ... ... ... ... ... ... ... ... 1,280 

Stock 2,400 

Bills Rocoivablo ... ... ... ... ... ... ... 420 

Furniture and Fittings ... ... ... ... ... ... 1,240 


It is agreed that before tlio admission of Green a debtor’s reserve of 5% 
is to be created. In verifying debtors balances it is found that an amoimt 
of £90, the proceeds of a bill, has been credited in error to a debtor’s account. 

Green is to bring in £2,400 cash, of which £400 is premium for goodwill. 
Balances on partners’ capital accounts are to be fixed and will be in the same 
proportions as those in which profits are shared. The capital accounts of 
Black and White are to be adjusted accordingly. Interest on capital will 
bo allowed at 5%. 

The debit balance on White’s Current Accoimt is to be discharged. Good¬ 
will is not to be raised in the books. 

The profits of the new firm for the year ended 30th June, 1945, were £1,900 
before charging interest. Drawings for the yeeu* were :—Black—£500, 
White and Green—each £450. 

You are required to— 

(a) show the journal and cash book entries recording the adjustments 
arising from the admission of Green as a partner, and 

(b) show the partners’ capital and current accounts in detail as at 30th 
June, 1945. 

(Association of Accountants of Australia,) 


Question 19. 


Pauli and White, who sliar^ profits and losses in the proportions of 3 and 2 
re.spoctively, agreed to dissolve partnership as on 30th September, 1936. 
Their agreement provides for interest at 5% per aiuium on Capital and 
Drawings (Current Accounts), and 6% -per annum on Loans. 

Their Trial Balance, before charging interest as per agreement, at 30th 
September, 1936, is as follows 

Dr. Cr. 


Capital Accounts—1st October, 1935 
Paiill 
White 

Current Accounts— 

Pauli . 

White 

Pauli—Loan Account—1st October, 1935 
Machinery and Plant—Adelaide ... 

Perth . 

Debtors—Adelaide ... 

Pertli . 

Reserve for Doubtful Debts—Adelaide .. 

Perth 

Stock—Adelaide 

Perth . 

Motor Vehicles—Adelaide 

Perth . 



700 
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Creditors—Adelaide .. 
Perth 

Bankers—Adelaide .. 
Perth 

Profit and Loss Account 


£5,800 

3,500 

- 9,300 

£4,400 

2,300 

-6,700 

7,950- 


£77,700 £77,700 


Pauli took over the Adelaide business at the following figures:—Machinery 
and Plant, £2,700, Debtors £9,700, Stock £29,000, Motor Vehicles £400, and 
the liability to local creditors. White took over the Perth business at the 
following figures:—Machinery and Plant £1,600, Debtors £4,850, Stock 
£17,500 and the liability to local creditors. Motor Vehicles (Perth) were sold 
on the firm’s accr»unt, the net proceeds being £250. 

The interest on drawings to date of dissolution is:—Pauli £60, White £40. 

The partnership accounts wore closed on 31st October, by the payment to 
each partner of the amount duo to him on adjustment. You are required 
to state and close AdjiLstment Account and also final account of each partner 
as at 31st October. 

Calculate interest in months. 

{Federal Imtitute of Accountants.) 


Question 20. 

After three years’ trading X was declared bankrupt, as a consequence of 
which his partnership with Y and Z was terminated. 

Proper books of account had not been kept by the partners, but during 
investigation by the Trustee the following information was disclosed. 

1 . That a written agreement existed, which contained the following 
provisions:— 

(a) The partnership to cxi.st for a period of two years. 

(b) Each partner to contribute £1,000 capital, which was to remam 
fixed throughout the duration of the partnership. 

(c) Interest to be paid on capital at the rate of 5% per annum from 
the beginning of the second year. 

(d) Profits to be shared in the proportions of X, one half, Y one 
fourth, and Z one fourth. 

2. Trading for the three years had resulted in profits of £2,702 and 
£2,620 for the first and second years, respectively, and a loss of £230 
for the tliird year. 

3. Each of the partners had drawn £15 per week during the three years, 
rogardle.S8 of the terms of the agreement and the financial position 
of the firm. 

4. During the first year, X had contributed as capital, £1,000 ; Y, £760 ; 
and Z, £900. 

The assets of the partnership were sold for £422, out of which debts totalling 
£300 were paid. 

In the banlcruptcy proceedings Y and Z failed to establish any binding 
agreement varying the terms of the written agreement, and you are now 
required to prepare suitable accounts recording the foregoing adjustments 
ami showing the final position of the partnership. 

It may be assumed that Y and Z were sufficiently financial to discharge 
any amounts due by them. 


{Association of Accountants cf Australia.) 
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Introduction. 

The hooks and registers kej)t by a company may be classed 
under two lieadings, viz.:— 

(a) Those required to be kept l)y certain Acts of Parliament. 

(b) Those which, though not being required expressly by 
statute, a company ke('])s in order to record satisfactorily 
the transactions peculiar to its particular type of under¬ 
taking. 

An alternative classification may be considered whereby on the 
one hand are all books and registers which concern the financial 
transactions of the company, and on the other all those that concern 
the share dealings, meetings and matters of a like nature. 

In this chapter, consideration will be given to those records 
required to be kept by the various Companies Acts and certain 
other statutes of importance to accountants and, in addition, to 
those which a company normally keeps to record adequately trans¬ 
actions affecting its share capital. It is not within the scope of 
this book to deal with the records peculiar to such organizations 
as Banking Companies, Trustee Companies and so on. 

In many cases the accountant is not directly responsible for the 
keeping of the books other than those relating to accounts, and it 
is the secretary who attends to the Register of Members and similar 
records. Often, however the offices of accountant and secretary 
are combined and one person attends to the duties relating to both. 
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It is essential, irrespective of the type of internal administration 
pertaining to the company that the accountant be acquainted 
with all the records required to be kept by his company. 

It should be noted that in Queensland the statutory definition 
of “ book,” “ book and paper ” and “ book or paper,” includes 
books, accounts, deeds, writings and documents whether bound 
or on loose leaf or card system. This of course means that any 
company may keep any records by means of a loose leaf system 
or in a bound book. 

THE STATUTORY BOOKS OF A COMPANY. 

The following books are required to be kept by the Companies 
Acts* :— 

(1) The Books of Account 

(2) The Register of Members 

(3) The Register of Directors 

(4) The Register of Mortgages and Charges 

(5) The Register of Debenture Holders 

(6) The Minute Book of General Meetings 

(7) The Minute Book of Directors’ Meetings 

(8) The Book containing the Annual Return (not applicable 
to New South Wales and Queensland). 

In addition. The Unclaimed Moneys Act (in Queensland^ The 
Public Curator Acts), requires that a company keep a Register 
of Unclaimed Moneys, where necessary. 

The Books of Account. 

The Companies Acts of the various States differ as to the require¬ 
ments for keeping accounts, but the following are the general 
provisions applicable to the respective States. 

In Victoria, New South Wales, South Australia and Queensland, 
every company must keep proper books of account in which must 
be kept full, true and complete accounts of the affairs and trans¬ 
actions of the company. The books must be kept at the registered 
office of the company, or other place determined by the directors 
and contain details of: 

(a) all sums of money received and expended by thr company 
and the matters in respect of which the receipt and expendi¬ 
ture take place ; 

(b) all sales and purchases of goods by the company. Where 
the dealings of the company are in goods, it is necessary 
to keep statements of the annual stocktaking and (in 
Victoria, New South Woks and Queensland only) except 
where goods are sold by way of ordinary retail trade, 


♦New South Woles: Companies Act, 1930. 

Victoria : Companies Act, 1938. 

Queensland : The Companies Acts 1931 to 1942. 

South Australia; The Companies Act 1934*1939. 
Tasmania: Companies Acts 1920 to 1940. 

Western Australia: Companies Act 1943-1947. 




56 


Books and Records of a Company. 


statements of all goods purchased and sold must be kept 
in sufficient detail to enable those goods and the sellers 
and buyers thereof to bo identified, and, 

(c) the assets and liabilities of the company (South Australia — 
specifying separately all contingent assets and liabilities). 

In Tasmarday all companies (other than registered life assurance 
companies and associations not for profit) must keep proper books 
of account in which shall be kept full, true, and complete accounts 
of the affairs and transactions of the company. 

In Western Australia every company must keep proper accounts 
in which shall be kept full, true and complete accounts of the 
affairs and transactions of the company. 

In addition to the above provisions laid down by the various 
Companies Acts, the Income Tax Assessment Act, 1936-1948, pro¬ 
vides that every person carrying on business, must keep sufficient 
records in the English language of his income and expenditure 
to enable his assessable income and allowable deductions to be 
readily ascertained and shall retain such records for a period of at 
least seven years after the completion of the transactions, acts or 
operations to which they relate. The preservation is not required 
of any records of a company which has gone into liquidation and 
which has finally been dissolved. 

The Register of Members. 

The Companies Acts of all States require that the Register of 
Members (or as it is sometimes called, the Share Register) be kept 
at the registered office of the company. 

The Register of Members of a company having a share capital 
must show :— 

(a) The names, addresses, and occupations (New South Wales^ 
where known) of the members. 

(b) The shares held by each member. 

(c) The distinctive numbers of the shares held. 

(d) The amount paid or agreed to be paid on each share. 

(e) The date on which each name is entered in the register. 

It is a wise policy to ensure that the date entered in the 
Register of Members is the same date as that on which the 
transfer or application for shares is approved. This date 
also usually appears on the share certificate. 

This practice prevents complications arising as to the 
ownership of shares because of a discrepancy between the 
date of the certificate and the date of entry in the Register 
in the event of a liquidation or a call being made. 

(f) The date on which such person ceased to be a member. 

(g) Where the company has converted any of its shares into 
stock and filed notice of the conversion with the Registrar 
the Register must show the amount of stock held by each 
member instead of the amount of shares and the particulars 
relating to shares. 

(h) In Victoria the date of every allotment of shares and the 
number of shares comprised in each allotment. 
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(i) In South Australia a copy of each type of share certificate 
issued by the company must be affixed to the Register. 

(j) In South Australia and Western Australia where dififerent 
classes of shares are issued, or where their holders have 
special rights, particulars regarding these must-appear 
in the Register, and the respective number of such shares 
hold by each member. 

In New South Wales and Western Australia a specimen 
copy of every type of share certificate issued by the com¬ 
pany after the commencement of the Act shall be affixed 
in the Register before any certificate of that type is issued 
or delivered by the company. 

(k) In all States except Victoria, New South Wales and Westerrir 
Australia, where share warrants have been issued, the 
company must strike out of the Register of Members the 
name of the member who held the shares specified in the 
warrant. He is treated as if he had ceased to be a member. 

There must be entered in the Register the following 
particulars concerning any share warrants issued :— 

1. The fact of the issue of the warrant. 

2. A statement of the shares included in the warrant 
distinguishing each share by its number, and 

3. The date of the issue of the warrant. 

(l) In New South Wales, where Workers’ shares are issued,, 
details of— 

(i) Workers’ shares issued. 

(ii) Workers’ shares surrendered and amounts paid 
or other consideration given by the company on 
the surrender thereof. 

The Companies Acts of Victoria, New South Wales, South Aus¬ 
tralia, Queensland and Western Australia have made statutory 
provision for an index of the Register of Members, as follows :— 

“ Every company having more than fifty members shall, un¬ 
less the register of members is in such a form as to constitute 
in itself an index, keep an index of the names of the members 
of the company and shall within fourteen days after the date 
on which any alteration is made in the Register of Members, 
make any necessary alteration in the index. 

The index, which may be in the form uf a card index, shall in 
respect of each member contain sufficient indication to enable 
the account of that member in the register to bo readily found.” 

In Tasmania the Companies Act does not make statutory pro¬ 
vision for an index to the Register, although some companies 
keep them. 
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Loose Leaf Register of Members. 

In New South Wales regulation 13 of the Companies Regulations, 
1936, allows a comi)any to keep its Register of Members on the 
loose-leaf system in the following manner and subject to the follow¬ 
ing conditions:— 

(1) Each leaf of the register shall be numbered prior to in¬ 
sertion in the register with a consecutive number and signed 
or initialled by the secretary and a director of the company 
in the top right-hand corner. 

(2) A record of the number and date of insertion of each leaf 
inserted in the register shall at the time of the insertion 
be entered on a leaf inserted for the purpose at the end of 
the register, and each entry in the record signed or initialled 
by the secretary and a director of the company. 

This regulation would be comj)lied with by having the following 
on the top right-hand corner of ('ach ])agc:— 


Sheet No 


Register of Sheet No. 


Initials 



Director 

Secretary 


Whilst the statutory provisions in QiieensUind do not lay down 
any specific method by which the Register of MemlxTs may be kept 
on the loose leaf system, nevertheless it may be so kept under the 
statutory definition of “ book ” given on page 55. 

A s})ecimen ruling of the Register of MembtTs is given herewith, 
and the method of keeping such record <^an be ascertained from 
the specimen. 
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Balancing the Register of Members. 

The Register of Members should be “ balanced ” periodically in 
order to see that the total shares entered therein agree with the issued 
capital. This is not difficult in the case of a small company, but 
in the case of a large company having more than one register, it 
may be difficult to find in which register an error has been made 
unless the registers are kept on the sectional-balancing system. 
For the operation of such a system it is necessary to know the 
number of shares registered in each register, and then as each trans¬ 
fer, forfeiture, change of name, registration of personal representa¬ 
tive, etc., is made an analysis must be kept of the registers affected 
so that periodically the ledgers may be “ balanced,** for instance 
before payment of a dividend. 

The Register of Directors. 

In all States except Tasmania^ every company must keep a 
register of directors which must contain :— 

(a) In the case of an individual, his present Christian name 
and surname, any former Christian name or surname, his 
usual residential address, his nationality, and, if that 
nationality is not the nationality of origin, his nationality 
of origin, and his business occupation, if any, or, if he has 
no business occupation but holds any other directorship 
or directorships, particulars of that directorship or of 
some one of those directorships ; and 

(b) In the case of a corporation, its corporate name and regis¬ 
tered or principal office. 

Tasmania. Every company must keep a register of directors 
or managers which must contain the names, addresses and occupa¬ 
tions of the directors or managers of the company. 

Specimen Register of Directors. 

A suitable ruling of such a register is given below and this with 
modifications will apply in all States. 


Register of Directors. 

THE AUSTRALIAN COMPANY LIMITED. 


•The 
present 
Christian 
Name or 
Names and 
Surname. 

Any 
former 
Christian 
Name or 
Names or 
Surname. 

Nationality. 

Nationality 
of origin 
(if other 
than the 
present 
nationality). 

Usual 

residential 

address. 

tOther 
business 
occupation, 
if any. 

If none, state 
so. 

Change 

and 

Date 

of 

Change. 









*In thu case of a Corporation its corporate name and registered or principal office should 
be shown. 


tin the case of an individual who has no business occupation, but holds any other director¬ 
ship or directorships particulars of that directorship or of some one of those directorships 
must be entered. 
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The Register of Mortgages and Charges. 

It is necessary for a company to keep a Register of Mortgages 
and Charges and enter therein all charges or mortgages specifically 
affecting the property of the company and all floating charges on 
the undertaking or any property of the company, giving in each 
case a short description of the property chargecl, the amount of 
the charge, and except in the case of securities to bearer, the names 
of the persons entitled thereto. In South Australia and Western 
Australia, there must be stated the rate of interest payable on the 
charge. 

A general form of ruling of the Register of Charges is found on 
page 62. 

The Register of Debenture Holders. 

The various Companies Acts imply that a Register of Debenture 
Holders is to be kept but do not state any provisions as to its con¬ 
tents. The form which such register usually takes is found on 
page 63. 

The Minute Books. 

It is incumbent upon a company to keep minutes of proceedings 
of both general meetings and directors’ meetings. They are 
required to be kept in separate books. 

It has been the accepted practice in years past to record all 
minutes in bound books, but in recent years loose-leaf minute books 
are becoming more common. 

The advantage of loose-leaf minute books is tliat soon after a 
meeting, the minutes are dictated and typed on loose sheets and 
inserted in a loose leaf binder. 

A recent New South Wales case decided against the use of loose 
leaf minute books.* In this case Jordan, C. J., in the course of 
his judgment said:— 

“ I should like to add something with respect to the practice, 
which we were assured is now widespread, of keeping the 
minutes of company meetings in what are described as loose 
leaf books. This practice is so susceptible of abuse, since it 
lends itself to tampering with the minutes and to the sub¬ 
stitution of false minutes, that the question arises whether it 
is legitimate to use such so-called ‘ books ’ for this purpose. 
I am of opinion that it is not . . .“I am of opinion that 
this section means what it says. The proceedings are to be 
entered in a book, i.e., to be entered in that which is already a 
book at the time when the entry is made, not upon something 
which is not then a book but is subsequently turned into a 
book or into something which has some resemblance to a book. 

‘ Book ’ is here used with its ordinary dictionary significance 
of a collection of sheets of paper fastened together so as to 
form a material whole ” . . . “It has been held in England 
that to keep company minutes in a so-called loose leaf book 
in such a form as to admit of leaves being readily abstracted 
and others substituted in their place is not a compliance with 
the corresponding section of the English Companies Act ; 

*In re a Solicitor (1939) 56 W.N. (N.S.W.) 63. 
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THE AUSTRALIAN COMPANY LIMITED. 
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and that minutes so kept are not statutory evidence of the 
proceedings at meetings : Hearts of Oak Assuraince Co, v. 
Flower, * I respectfully agree with that decision . . .** 

However, in So'uih Australia, there has been passed legislation 
which permits the use of loose leaf minute books in that State. 
The Companies Act provides that any minute book of general 
meetings or directors’meetings, may bo either a bound book or a 
loose leaf book ; but if a loose leaf book is used, the pages thereof 
shall be numbered consecutively with numbers printed thereon; 
and the chairman of the meeting at which any minutes entered 
therein are signed as correct, and the secretary of the company 
or some person acting on his behalf, shall at that meeting sign their 
names and enter the date of such signature on each page on which 
any minutes are writtton. 

In Queensland, the term “ book ” includes one which is bound 
or kept on the loose leaf system. 

The Act of Western Australia expressly stipulates that the minutes 
will be recorded in bound books kept for that purpose. 

It would appear that there is no objection to typing the minutes 
and pasting such typewritten, sheets in a bound book, each page 
of which is signed by the chairman so that part of the signature 
is on the typ(^ sheet and part on the bound page. 

The Annual Return. 

It is necessary, in all States, for a company to file annually with 
the Registrar a return which must, inter alia, contain details of the 
capital of the company, list of members and their shareholdings, 
list of directors and so on. 

The Companies Acts of all States require a company to show the 
annual return in one of its books, in addition to filing a copy with the 
Registrar. Thus it is a wise practice when making out the return, 
to make it in duplicate so that the duplicate copy may be affixed 
in the book or register required. 

Victoria : The annual return must be contained in a separate 
book. 

New South Wales and Queensland : The annual return must be 
inserted in a separate part of the register of members. 

Tasmania : The annual list and summary must be contained in 
a separate book. 

South Australia and Western Australia : The annual return must 
be contained in a separate book or folder. 

The Register of Unclaimed Moneys. 

In New South Wales it is necessary.for any company holding any 
unclaimed moneys on or before the thirty-first day of January in 
each year, to enter, in an alphabetical register to be made up to the 
thirty-first day of December last preceding, and kept by such 
company at its head or principal office in New South Wales, all 
unclaimed moneys in an account which has not been operated upon 
for six years. 
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Unclaimed moneys include all principal and interest money, and 
all dividends, bonuses, profits and sums of money whatsoever, 
which shall have become legally payable by a company to the owner 
since the first day of January one thousand nine hundred and 
twelve, and not before, or wliich shall at any time after the com¬ 
mencement of the Unclaimed Moneys Act 1917, become payable 
to him, but the recovery whereof has been or may be barred by 
operation of law. 

The ruling for such a register is as follows :— 

Register of Unclaimed Moneys. 

THE AUSTRALIAN COMPANY LIMITED. 


Name of owner 
on books. 

Total amount 
due to owner. 

Description of unclaimed 
money. 

Date of last claim. 






In Victoriai Queenslaridy South Australia and Western Australiay 
there are somewhat similar conditions to the above regarding 
unclaimed moneys to be paid to the Treasury. 


THE NON-STATUTORY BOOKS OF A COMPANY. 

As indicated previously, a company keeps many books which 
are not expressly required to be so kept by any statute. These 
are generally necessary to supply a detailed and accurate record 
of the transactions with which they deal. It will be convenient 
here to consider the more important of such books which are con¬ 
cerned with the share capital of the company.* 

The Application and Allotment Register. 

This is used to record the applications for shares in the company 
and the allotment thereof. 

The Application and Allotment Register is usually in loose leaf 
form, and if the applications are numerous a separate sheet is 
used for each letter of the alphabet. This method provides easier 
reference and facilitates writing up the Register of Members and 
other records. After the shares have been allotted the sheets are 
bound into book form. 


*Tho books and rocords necessary to bo kept in order to place all records 
on a mechanized basis are illustrated and described in Volume 2 of this work. 
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At the time the allotments are being made by the directors, 
each page of the Application and Allotment Register should be 
signed by one director and the secretary for purposes of identification. 
The Register of Members is written up from the details contained 
in the Application and Allotment Register. 

When the balance of the uncalled capital is to be called up very 
shortly after allotment, additional columns may be inserted in the 
Application and Allotment Register thus obviating the preparation 
of call lists. 

Where a bound Application and Allotment Register is kept and 
the applications are not entered in alphabetical order, each day 
as the applications are received there should be marked on each 
application a distinctive serial number for reference purposes. 
The applications may then be entered in the Application and Allot¬ 
ment Register in such prearranged numerical order. In addition, 
where it is found that the applications for the shares are numerous, 
it is as well to keep an alphabetical list of the applications, showing 
tlie name and address of applicant, date of receipt of the application 
and the serial number allotted to it. This will provide a ready 
means of reference to a particular ap]>lication, even though the 
application forms have not been recorded in alphabetical order. 

The form commonly used will be found on page 67. 


The Register of Transfers. 

A convenient ruling for a share Transfer Register is illustrated. 

Some companies do not keep such a book, but instead make the 
entries direct from the transfers themselves to the Register of 
Members. 

However where such a register is ke])t, the entries therein are 
made from tlie share transfer form and the minute book entry 
authorising the transfer. 

A suitable form will be found on page 68. 


The Calls Register. 

It is usual, when making a call upon the shares held by members, 
to write up a Calls Register either on loose sheets or in a book. The 
register, see illustration, will supply all the information relating 
to the call. If a Calls Register is not prepared the Register of 
Members will supply the same information though not in such a 
consolidated manner. 

In small companies, when only one or two calls are to be made 
after allotment and when these calls are to be made soon after 
allotment, the Application and Allotment Register can be so 
arranged as to provide the information required for the calls. 
This will obviate having a separate Calls Register. 



ApplieitloD and Allotment Register. 
THE AUSTRALIAN COMPANY LIMITED. 
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per 

Share 


Paid-up 

per 

Share 



Distinctive 

Nos. 

To 


From 


No. of 
Shares 
Trans¬ 
ferred 


TRANSFEREE 

Register 

of 

Mem¬ 

bers 

Folio 


New 

Cert. 

No. 


Descrip¬ 

tion 


Address 


Name 


TRANSFEROR 

Register 

of 

Mem¬ 

bers 

Folio 


Old 

Cert. 

No. 


v 

S 

ed 

5^^ 


Minute 

Book 

Folio 


Date of 
Ap¬ 
proval 
by 

Board 



Date 



No. of 
Transfer 
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Notification of the call must be sent to all members liable without 
delay. The call notices are usually numbered consecutively and 
recorded in that order in the call list. After the Calls Register has 
been entered and notices posted to shareholders it will be necessary 
to post the entries to the debit of the member’s account in the 
Register of Members. 

As the calls are received they will be credited on the Calls Register 
and then recorded in the Register of Members. 

The form usually used will be found on page 70. 


The Seal Register. 

In large companies there is generally kept a Seal Register which 
will indicate the date on which the seal is used, the manner in which 
it is used, and by whose authority. 

The following is a suitable ruling for a Seal Register:— 


Seal Register. 

THE AUSTRALIAN COMPANY LIMITED. 


Folio of 
Minute 
Authorising 
use. 


Date of i Number and Descrip- 
Uso of tion of Documents 
Seal, Sealed. 


Initials of Persons 
.4tte8ting the Use of 
Seal. 


The Dividend Register. 

After the declaration of a dividend, or before, where the declara¬ 
tion is merely a matter of form, it is usual to set out particulars of 
those entitled to the dividend, in a register as illustrated below. 
It is preferable to keep this record in the form of a register, i.e., 
8ej)arate sheets are prepared for each dividend (and thus they may 
be t3^ed) and these are kept together in some form of loose leaf 
register. 

A suitable ruling for a Dividend Register is given on page 71. 
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Qiieation 1 . 

A Public Limited Company went to allotment on the 4th January, 1944. 

Included in the allotment were 500 shares of £1 each, allotted to Albert Abel 
numbered 20,001 to 20,500. Five shillings per share was paid on application ; 
five shillings per share was payable on allotment, and a call of two shillings 
per share was made on the 1st March. 

On the 20th February, Albert Abel lodged scrip covering 500 shares num¬ 
bered 1,601 to 1,800, and 8,001 to 8,300 for transfer from Benjamin Bone. 

On the 1st April Chas. Cain lodged scrip covering shares numbered 20,101 
to 20,400 for transfer from Albert Abel. 

All allotment and call monies were paid on due dates. 

(a) You are required to record the above transfers in the Company’s 
transfer journal and show how Albert Abel’s share account will 
appear in the share register. 

(b) State how you would prove the arithmetical accuracy of the share 
register as to total shares issued and paid up capital; use supposititious 
figures for this purpose. 

{Federal Institute of Accountants.) 


Question 2. 

Draft a suitable form of ruling for a Register of Members, for use by a 
large trading company, providing therein for, inter alia, calls on shares, 
dividends, and transfers of shares. 


Queiilion 3. 

What information is usually contained in a Register of Debenture Holders ? 
Supply your answer by drafting a suitable ruling for such a register. 


Question 4. 

What are the provisions of the Companies Act of your State, relative to 
the keeping of books of account by an incorporated company ? 


Question 5. 

Draft a suitable ruling for— 

(a) A calls register. 

(b) An application and allotment register. 


Question 6. 

Rule a suitable form of Afiplications and Allotments Book, and record 
therein the following transactions of the X & X Co. Ltd. :— 

20,000 £1 Ordinary Shares were offered to the public 2/6 payable on 
application and 2/6 on allotment. Applications were received for 26,000 
shares as follows :— 

A B 
C D 
E F 
G H 

Shares were allotted as follows 


A.B 7,000, C 


8.500 
8,000 
8,000 

1.500 

D 6,000, E.F 7,000. 


The 


amounts payable on allotment wore received promptly. 

{International Institute of Accountants.) 


Question 7. 

Trace in the statistical books of a lamitod Company the transfer of 25 
Ordinary Shares of £1 fully paid and 25 7% Preference Shares of £1 fully 
paid from John Smith, of Smithtown, to John Jones, of Jonestown, both 
farmers, out of a holding of 100 Ordinary Shares and 200 Preference Shares. 

{International Institute of Accountants.) 
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Introduction. 

In considering the form and content of annual statements con¬ 
cerning the financial status of a company, whether such statements 
are to be in published form or as supplied to members without 
jiublicity, it is necessary to have regard to the following :— 

(a) The vStatutory provisions regarding the annual financial 
statements as laid down in The Companies Acts. 

(b) 1'’he accounting concepts to be applied in the preparation 
of such statements, 

(c) Together with considerations (a) and (b) the accounting 
doctrine of materiality requires attention to be given to 
the nature and extent of the information to be supplied 
to the public and /or members, bearing in mind the par¬ 
ticular type of company, and the detail which a company 
of that type should reasonably be expected to give. 

Information as to the financial position of a company is conveyed 
in the main, by four documents, viz. :— 

The Revenue (Operating) Statement 
The Appropriation of Profits Statement 
The Balance Sheet 

The Re])ort of the Directors to the Members. 
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Modern practice no longer countenances the mere announce¬ 
ment of the profit or loss for the year, accompanied by a balance 
sheet composed of a few items. The progress of the company and 
the successful development of its resources, abnormal happenings 
during the year, details of the share capital and debentures, con¬ 
servative predictions touching on the outlook for the coming year, 
statement showing allocation of profits, the amount of dividend 
recommended, details of movements of reserves, and provisions for 
depreciation are some of the subjects that require attention when 
drafting financial statements and the report. 

The usual form of annual report and balance sheet provides 
accountants, bankers, and hardened investors with a reasonably 
clear understanding of the financial condition of the company, 
but the executives of companies are beginning to realise that the 
average and small investor is not able to understand and interpret 
the company’s financial position from a sketchy report and sum¬ 
marised statement. In some instances owing to the meagre in¬ 
formation gften in the published statements it is impossible to 
gauge the affairs of the company except that, prima facie, it 
appears to be making a profit or a loss; but in some cases the actual 
extent of this profit or loss, from the facts given, can only be 
guessed. 

Obviously, the annual report, and statements published or sub¬ 
mitted to shareholders should give a concise, accurate and clear 
account of the activities of the company for the past year, and 
indicate how the management is dealing with the company’s prob¬ 
lems. The question of the adequacy of the information supjilied 
to shareholders has received more consideration in recent years, 
and the Royal Mail case* directed attention to this important 

matter, with the result that greater candour on the part of dirc(;tors 
in presenting such reports is now necessary. In summing up this 
case Mr. J ustice Wright remarked :— 

‘‘It is a little astounding and one cannot help wondering 
whether those who manage big companies do not forget some¬ 
times that the body of directors of a company are the agents 
and the trustees of the shareholders, that they owe them full 
information, subject to proper and reasonable commercial 
necessity, and it is their interests that they have to study. 
They are not to regard shareholders as sheep, who may look 
up if they are not fed ; they are the people whose money they 
are using, and it is to be remembered that a joint-stock com- 
pany is a creation of law. A joint-stock company has the 
enormous advantage of limited liability, and the legislature 
has intended, it seems to me, although by halting steps, to 
secure that those who enjoy those privileges of limited lia¬ 
bility and who control and manage joint-stock companies 
should be subject to some condition as to publishing their 
accounts, at least to the shareholders and at least to those 
who are entitled to be summoned to general meetings.” 


•R. V. Lord Kyslant and another (1931) 101 L.J.K.B. 97. 
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It will now be necessary to consider the statutory provisions 
laid down in the Companies Acts regarding the presentation and 
content of the annual statements. 

STATUTORY PROVISIONS.' 

Presentation of Annual Statements^. 

In New South Wales, Queensland and South AuMralia, the direc¬ 
tors of every company must at some date not later than eighteen 
months (fifteen in South Australia) after the incorporation of the 
company, and subsequently once at least in every calendar year, 
lay before the company in general meeting a profit and loss account. 

In these three States the first profit and loss account must show 
the details since the incorporation of the company, and, in any other 
case, the details since the preceding account, and must not be 
made up to a date earlier than 9 months in New South Wales, 
6 months in Queensland, and 3 months in South Australia (or, in 
the case of a company carrying on business or having interests 
abroad, earlier than 12 months in New South Wales, 9 months in 
Queensland, and 6 months in South Australia) before the date of 
the meeting. 

A company must also present a balance sheet to its members in 
general meeting every calendar year. The Acts do not require the 
balance sheet to be read at the meeting and it is not usual to do so. 
The balance sheet must be made up as at the date of the profit and 
loss account and there must be attached a report by the directors. 
A copy of the balance sheet of a public company must be filed with 
its annual return. 

The Acts do not outline any standard form of profit and loss 
account, nor indicate the information it must contain (but see as to 
remuneration of directors, post). It is not compulsory to circulate 
the profit and loss account, nor (except in South Australia) need it be 
filed with the Registrar- General. 

Victoria and Western Australia : Not later than eighteen months 
after incorporation, and subsequently once in every year (in Victoria, 
calendar year and at intervals of not more than fifteen months), 
a profit and loss account, or income and expenditure account as the 
case may be, shall be laid before the company in general meeting. 
These accounts are to be made from the incorporation of the com¬ 
pany, in the case of the first account, and from the last account in 
the case of subsequent accounts. They must be brought uj) to 
within vsix months {Westem Australm, three months).of presentation 
or in the case of companies carrying on business or having interests 


^New South WaloH: 
Victoria: 
Queensland: 

South Australia: 
Tasmania: 

Western Australia: 
*New South Wales: 
Victoria: 
Queensland: 

South Australia: 
Tasmania: 

Western Australia: 


( ’ompanies Act, 1030. 

Companies Act, 1038. 

The Companies Acts, 1031 t(i 1042. 
The Companies Act, 1034-1030. 
Companies Act. 1020-1040. 
Companies Act, 1043-1047. 

8. 103. 
s. 123. 

8. 133. 
s. 142. 
s. 116. 
s. 126. 
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a’^road to within nine months {Western Australia, six months). 
The profit and loss account of companies other than banking 
companies must show the balance of profit and loss for the period 
which it covers and shall in particular show separately :— 

(a) Net balance of profit and loss on trading ; 

(b» (i) Income from general investments ; 

(ii) Income from investments in subsidiary companies. 

(c) Amounts, if any, charged for depreciation or amortisation 
on investments, goodwill and fixed assets respectively. 

(d) Profit and loss arising from a sale or revaluation of fixed 
or intangible assets (except in Western Australia). 

(e) The amount transferred to the account from reserves or 
from provisions. 

(f) Directors’ fees. 

In each year (Victoria, calendar year) a balance sheet, (in Victoria 
duly audited) as at the date of the profit and loss account must be laid 
before a general meeting. Attached to the balance sheet is to be a 
report by the directors on the company’s affairs, (see 'post). The 
above provisions do not apply in Victoria to the life assurance 
business of a company,to associations notfor profit, orto propric^tary 
(jorn panics. 

In Western Australia it is also required that a statement of ])rofit 
and loss be annexed to and form part, of the balance sheet. 

Tasmania : Every company must once at least in each year, and 
at intervals of not more than 15 months, ])reparc an audited balance 
sheet which must be laid before the company in general meeting. 
A copy of the balance sheet of a public company must be sent to each 
member 7 days before the meeting and must be filed with the 
Registrar. Further, it is provided that in the case of every company 
other than a banking company, the balance sheet must be in the 
form of Form C. of the second schedule of the Act and comply 
with the directions at the foot of the form. One of such directions 
is that a statement of profit and loss shall be annexed to and form 
part of the balance sheet. 

Contents of Balance Sheet. 

In Victoria every balance sheet of a company must contain : - 

(1) Summary of the authorised share capital. 

(2) Summary of the issued share capital. 

(3) The liabilities of the company. 

(4) The assets of the company. 

The balance sheet must give such particulars as are necessary 
to disclose the general nature of the liabilities and the assets of 
the company and to distinguish between the various classes of 
the assets and must state the basis of valuation of each class of 
assets and in any case where an option exists over unissued shares 
of the company the balance sheet must state the number of shares 
under option, the price of issue, and the date of the expiration of 
the option. 
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The following additional particulars must be stated under separate 
headings in the balance shee — 

(a) So far as they are not written oif :— 

(i) preliminary expenses ; 

(ii) expenses of issue of shares or debentures ; 

(iii) the amount of goodwill as ascertained from contract 
or stamp duty payable, and the amount of t ad ' marks 
and patents if similarly ascertainable. 

(b) freeholds and leaseholds : 

(c) machinery, jjlant nd equipment ; 

(d) stock in trade ; 

(e) (i) investments in Government, municipal and other 

public debentures, stock or bonds ; 

(ii) investments in subsidiary companies ; 

(iii) investments in companies (not I eing c m ani(s 
included in (ii)) the shares in or debentures of which 
are quoted on ])res(uibed stock exchanges ; 

(iv) investments in any other companies : 

(f) amount-i owing by subsidiary companies ; 

(g) trade debts and bills receivable (other than amoun s owing 
by subsidiary companies) ; 

(h) loans to directors (other than loans made 'ii the ordinary 
course of the business of a company) ; 

(i) other debts ; 

(j) cash at bank and in hand ; 

(k) balance of profit and loss account ; 

(l) debentures ; 

(m) liabilities (other than debentures) secured by any (harge 
on the assets ; 

(n amounts owing to subsidiary companies ; 

(o) amounts owing to trade creditors (other than ainoiints 
owing to subsidiary com})anies) ; 

(p) reserves ; 

(q) commission and brokerage on shares and debentures and 
discount on debentures ; 

(r) loans for purchases of shares for employees ; 

(s) particulars of redeemable preference shares : 

(t) particulars of issue of shares at a discount ; 

(u) premiums to be carried to capital reserve ; 

(v) payment of interest out of capital ; 

(w) particulars of redeemed debentures which an^ reissuable. 

As to Reserve funds nee post under Reserve Fund . 

Where any liability of a company is secured otherwise than by 
operation of law on any assets of the company, the balance-sheet 
shall include a statement that such liability is so secured, but it shall 
not be necessary to specify in the balance sheet the assets on which 
the liability is secured. 

No published document shall contain any representation that 
a company has a reserve fund unk^ss— 

(i) it exists ; and 

(ii) the manner in which it is investol is disclosed. 

Contingent liabilities and arrears of dividends on prefei’ence 

shares must be shown. 
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In New South Wales, South Australia, Queensland and Western 
Australia every balance sheet of a company must contain :— 

(1) A summary of the authorised share capital. 

(2) A summary of the issued share capital. 

(3) The liabilities of the company. 

(4) The assets of the company. 

The balance sheet must give such particulars as are necessary 
to disclose the general nature of the liabilities and the assets of 
the company and to distinguish between the amounts respectively 
of the fixed assets, and of the floating assets, and how the values 
of these fixed assets (and in New South Wales and Queensland 
the floating assets) have been arrived at. 

The following additional particulars must be shown, in the four 
States mentioned, under separate headings in the balance sheet or 
accounts :— 

(a) In so far as they are not written off :— 

(i) Preliminary expenses. 

(ii) Expenses incurred in connection with an issue of share 
capital or debentures. 

(iii) Goodwill, patents and trade marks (if shown as a 
separate item or arc otherwise ascertainable from the 
books or documents). 

(b) Shares in, and particulars of subsidiary companies. 

(c) Particulars of loans to and remuneration of directors. 

(d) Commission paid on shares or debentures and discount 
on debentures, 

(e) Details of redeemable preference shares and redemption 
fund. 

(f) Share capital on which and the rate at which interest has 
been paid out of capital. 

(g) Particulars of redeemed and reissuablc debentures. 

(h) Reserve Funds, General Reserves or Reserve Accounts. 

(i) Aggregate debts due from subsidiary companies. 

(j) Aggregate amount of indebtedness to subsidiary companies. 

(k) Loans to or on behalf of employees to purchase shares in 
the company. 

(l) Discount not yet written off on shares issued at a discount. 

(m) Where any liability of the company is secured otherwise 
than by operation of law on any assets of the company, the 
balance sheet must include a statement that such liability 
is so secured, but it is not necessary to specify in the 
balance sheet the assets on which the liability is secured. 

(n) South Australia Sind Western Australia : Outstanding debts 
of directors which have been due and payable for at least 
12 months. 

(o) South Australia and Western Australia : Contingent assets 
and liabilities. 
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Form of Balance Sheet. 

In New South Wales, Queensland and Victoria, no particular 
form of balance sheet is prescribed, except that in the latter State 
forms are provided for the balance sheets of Investment and Life 
Insurance Companies. 

In Tasmania, the balance sheet must be in the same form as that 
of Form C in the second schedule of the Act, and it must comply 
with the directions set out at the foot of the form. 

In Western Australia, the balance sheet must be in the form of 
that of Form C in the Sixth Schedule, or to the like effect, and 
comply with the directions at the foot of the form. 

Likewise, in South Australia, the balance sheet must be in a form 
similar to that of Form C in the Fifth Schedule to the Act, or to 
like effect, and comply with the directions at the foot of the form. 

Right to Receive Balance Sheet. 

In all States except Tasrminm, in the case of a company not being 
a proprietary (or private) company— 

(a) a copy of every balance sheet (including every document 
required by law to be annexed or attached thereto) which is 
to be laid before the company in general meeting, together 
with a copy of the auditors’ report on the balance sheet, 
shall, not less than seven days (Western Australia fourteen 
days) before the date of the meeting, be sent to all persons 
entitled to receive notices of general meetings of the 
company ; 

(b) any member of the company whether he is or is not entitled 
to have sent to him copies of the company’s balance sheets 
and any holder of debentures of the company shall be 
entitled to be furnished on demand without charge with 
a copy of the last balance sheet of the company (including 
every document required by law to be annexed or attached 
thereto) together with a copy of the auditors’ report on the 
balance sheet. 

In the case of a company being a proprietary (or private) company, 
any member, (and, in New South Wales any holder of debentures) 
shall be entitled to be furnished, within seven days (Westem AiLStralia 
fourteen days) after he has made a request in that behalf to the 
company, with a copy of the balance sheet, including every docu¬ 
ment required to be annexed or attached thereto, and of the auditors’ 
report (if any) on the balance sheet, at a charge not exceeding 
sixpence for every hundred words. In South Australia this latter 
provision extends in the case of a private company to a person on 
whose behalf the company holds deposits. 

Signing of Balance Sheet and Attaching Auditors* Report. 

In all States it is necessary that the balance sheet be signed by 
certain of the company’s officers, and the following are the 
provisions regarding those signatures and the attaching of the 
auditors’ report to the balance sheet :— 

Victoria and Western Australia : Every balance sheet and profit 
and loss account or income and expenditure account of a company 
shall be accompanied by a certificate signed on behalf of the board 
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by two of the directors of the company, or, if there is only one 
director resident in the State, by that director, stating that in their 
or his opinion the balance sheet is drawn up so as to exhibit a true 
and correct view of the state of the company’s affairs, and that in 
their or his opinion the profit and loss account or the income and 
expenditure account (as the case may be) is drawn up so as to 
exhibit a true and correct view of the results of the business of the 
eompany for the year, and the auditors’ report shall be attached 
to the balance sheet, and the report shall be laid (in Victoria^ if any 
member present so desires bo read) before the company in general 
meeting and shall be open to inspection by any member. 

New South Wales : Every balance sheet of a company shall be 
signed on behalf of the board by at least two of the directors of the 
company, or, if there is only one director resident in the State, then 
by that director, and the auditors’ report, made pursuant to section 
one hundred and fifteen, shall be attached to the balance sheet or 
there shall be inserted at the foot f)f the balance sheet a reference 
to the report, and the report shall be laid before the company in 
general meeting, and shall then but not before be open to inspection 
by any member. 

It shall be the duty of the directors to make available to the 
members present at the meeting a reasonable number of copies of the 
report, and to cause such report to be read at the meeting. 

If a majority in number of those present in person at the meeting 
thereupon resolve that any report not already circulated is to be 
circulated among all the members, the meeting shall be adjourned 
for a fortnight and in the meantime the directors shall circulate 
the report among all the members. 

South Australia : Every balance sheet of a company shall first be 
signed on behalf of the board by two of the directors of the 
company, or if there is only one director resident in the State, by 
that director, and the auditors’ report shall b(^ attachcHl to the 
balance sheet, and the report shall be laid before the eompany in 
general meeting, and shall be open to inspection by any member. 
The directors must sign a certificate, and the manager or principal 
officer a statutory declaration at the foot of the balance sheet 
(see post). 

Queensland : Every balance sheet of a company shall be signed 
on behalf of the board by two of the directors of the company, or, 
if there is only one director, by that director, and the auditors’ 
report shall be attached to the balance sheet, and the report shall 
be read before the company in general meeting and shall be open 
to inspection by any member. 

Tasmania : The balance sheet shall be accompanied by a 
certificate, signed on behalf of the board by two of the directors of 
the company, or if there is only one director resident in the State, 
by that director, stating that in their or his opinion the balance sheet 
is drawn up so as to exhibit a true and correct view of the state of 
the company’s affairs ; and the auditors’ report shall be attached 
to the balance sheet, or there shall be inserted at the foot of the 
balance sheet, a reference to the report, and the report shall be read 
before the company in general meeting, and shall be open to 
inspection by any shareholder. 
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Declarations re Balance Sheet. 

In Victoria^ South Australia^ Tasmania and Western Australia, 
it is necessary that certain declarations be completed to accompany 
the balance sheet. In Victoria, the manager of every company 
must by a statutory declaration verify to the best of his knowledge 
and belief the correctness of every balance sheet and of every profit 
and loss account or income and expenditure account. “Manager” 
includes managing director, secretary or principal executive officer 
for the time being by whatever designation he is styled. In South 
Australia, Tasmania and Western Australia there must be attached 
to the foot of the balance sheet a statutory declaration by the 
manager or public officer (or by whatever designation the principal 
officer is styled). This declaration must be to the effect that the 
reserve fund if any (in South Australia and Western Australia, 
reserves), and accumulated profits, if any, are used in the business 
(or how otherwise); that the accompanying statement and balance 
sheet of the company is, to the best of his knowledge and belief, 
true in every particular ; and declare the names, addresses and 
occupation of the directors. 

Display of Balance Sheet. 

In Victoria and Tasmania, a printc^d copy of the balance sheet 
and annexures must be kept “ posted up in a “ conspicuous 
place ” at the registered office of the company and at every branch 
office until the next one is “ postc^d up.” 

Reserve Fund in Balance Sheet. 

The Companies Acts provide that a balance sheet must not 
(contain a statement that a company has a reserve fund unless :— 

I. Victoria, New South Wales, South Australia, Western 
Australia and Tasmania : The reserve fund is actually 
existing. 

■J. Victoria : The representation is accompanied by a statement 
showing the manner in which and the securities upon 
which the same is invested. 

3. South Australia, Western Australia and Tasmania : The 
representation is accompanied by a statement showing 
whether such reserve fund is used in the business, and if 
any portion is otherwise invested, showing the manner in 
which and the securities upon which the same is invested. 

4. New South Wales : The representation is accompanied by 
a statement showing what proportion, if any, of the reserve 
fund is used in the business. 

In all States, except Tasinania the Directors’ report must show 
particulars of Reserve Funds, General Reserves or Reserve Accounts. 
(See also page 84.) 

“ Private ” Balance Sheets. 

In Victoria, Tasmania, Western Australia and South Australia 
the auditors of every company before making a report must require, 


o 
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and the directors and manager of the company must without 
unnecessary delay supply to the auditors, a balance sheet (referred 
to as the private balance sheet) giving the details (except Western 
Australia, on which the shareholders’ balance sheet is founded) 
and showing amongst other things the amount of deduction (if any) 
for debts considered to be bad or doubtful. 

In Victoria the private balance sheet must be signed by the 
manager and by each of the directors (where there are less than 
three) and by two at least where there are more than two directors 
or if there is only one director (e.g. resident in Victoria) by that 
director. The auditors may require the directors and manager 
of the company to supply in writing any further details or informa¬ 
tion affecting the balance sheet or any particular item comprised 
therein, and shall sign a certificate at the foot of the private balance 
sheet stating whether or not all their requisitions as auditors have 
been complied with. The private balance sheet shall not be issued 
to the members of the company, but shall together with all such 
further details and information as aforesaid be kept by the directors 
as part of the records of the company. A duplicate of this private 
balance sheet must, within twenty-one days from the first general 
meeting, after it is supplied, be deposited by the auditors with the 
Registrar-General in a sealed envelope, and is only available upon 
order of the court on the application of the Attorney-General or 
any liquidator of the company. These provisions in Victoria apply 
to a proprietary company which is a subsidiary company in relation 
to a holding company which is not a proprietary company. 


Loans to and Remuneration of Directors and Officers. 

The accounts which have to be laid before the company in general 
meeting in Victoria, New South Wales, South Australia, Western 
Australia and Queensland must give particulars showing :— 

(1) Loans : 

(a) the amount of any loans which during the period to which 
the accoun s relate have been made either by the company 
or by any other person under a guarantee from or on a 
security provided by the company to any di ector ( xcept 
in Western Australia) or officer (or employee, in Sotith 
Australia and Western Australia) of the company, (or, in 
Victoria only, by any holding company with respect to 
which the first-mentioned company is a subsidiary company, 
or by any subsidiary company of the first-mentioned 
company, to any director or officer of the first-mentioned 
company or of any such holding company or of any such 
subsidiary company), including the amount of any such 
loans which were repaid during the said period; and 

(b) the amount of any loans made in manner aforesaid to any 
director (except Western Australia) or officer (or employee 
in South Australia and Western Australia) at any time 
before the period aforesaid and outstanding at the expira¬ 
tion thereof ; and 
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(o) In South Australia and Western AuMralm only, the amount 
of any debts owing to the company or to any subsidiary 
company by any director of the company which debts are 
outstanding at the end of the period to which the accounts 
relate and which have been due and payable for at least 
twelve months. 

In Victoria, New South Wales, Queensland-, Western Australia 
and South Australia, the above provisions with respect to loans 
shall not apply : 

(a) in the case of a company the ordinary business of which 
includes the lending of money, to a loan made by the 
company in the ordinary course of its business ; or 

(b) to a loan made by a company to any employee (or officer in 
South Australia and Western Austral’a) of the company 
if the loan does not exceed, Victoria-, Two thousand pounds. 
New South Wales, One thousand pounds, South Australia 
and Western Australia, One thousand five hundred pounds, 
Queensland, Five hundred pounds, and is certified by the 
directors of the company to have been made in accordance 
with any practice adopted or about to be adopted by the 
company with respect to loans to its employees. 

(2) Remuneration : 

The total of the amount paid to the dii*ectors as remuneration 
for their services, inclusive of all fees, percentages, or other 
emoluments, paid to or receivable by them by or from the 
company or by or from any subsidiary company (and in 
Victoria only, inclusive of commission paid within the 
preceding two years or payable for subscribing or agreeing to 
subscribe or procuring or agreeing to procure subscriptions 
for any shares in or debentures of the company or an}^ such 
holding company or any such subsidiary company). 

fn New South Wales, South Australia and Queensland, the above 
provisions with respect to the remuneration paid to directors shall 
not apply in relation to a managing director of the company, and 
in the (;ase of any other director who holds any salaried employment 
or officer in the company there shall not be required to be included 
in the total amount referred to above any sums paid to him except 
sums })aid by way of directors’ fees. 

For the above purposes the expression “ emoluments ” includes 
fees, percentages and other payments made or consideration given 
directly or indirectly to a director as such (and in Victoria only, 
of the company or of any such holding company or subsidiary 
company) and the money value of any allowances or perquisites 
belonging to his office. 

With respect to loans the provisions enumerated below must 
also be noted. 

Financial Assistance to Purchase Shares. 

In all States (in Tasmania, the provisions vary slightly from those 
given below) it is not lawful for a company to give any financial 
assistance whether by means of loan, guarantee or otherwise to 
any person in order to enable him to purchase shares in the compapy. 
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I’ll is provision, however, does not apply :— 

1. If the lending of money is part- of the ordinary business 
of a company, to the lending of money by the company in 
the ordinary course of its business to any person (in Western 
AiuHralia not being a director of the company). 

2. To a scheme by the company to provide money for the 
purchase by trustees of fully paid shares in the company 
to be held by or for the benefit of employees of the company. 
Employees here (except in Western Australm) includes 
directors of the company holding salaried employment or 
office in the company. 

3. To a loan by the company to persons (other than directors) 
who are bona fide in the employment of the company 
with a view to enabling those persons to purchase fully 
paid shares in the company to be held by themselves by 
way of beneficial ownership. 

Where any loans are made under 2 or 3 above, the outstanding 
amounts of such loans must be shown in the balance sheet of the 
company as a separate item. 

Directors’ Report to Members. 

In all States except Tcuimanuiy it is a statutory requirement that 
there be attached to the balance sheet which is required to be laid 
before the company in general meeting each year, a report by the 
directors with respect to the state of the (*ompany’s affairs, including 
information as to :— 

(a) The amount, if any, they recommend should be paid 
as dividend. 

(b) The amount, if any, they propose to carry to the reserve 
fund, general reserve or reserve ac(‘ount shown specifical y 
on the balance sheet or to a reserve fund, general reserve or 
reserve account to be shown on a subsequent balance sheet. 

(c) Victoria and Western Australia only, information as to 
whether or not the results of the year’s operations (as 
disclosed in the profit and loss account or the income 
and expenditure account) have in the opinion of the 
directors been materially affected by items of an abnormal 
character. 

(d) New South Wales only, reference as to :— 

(i) What amount has been written off for depreciation. 

(ii) Whether reseiwes have been drawn upon during the 
period covered by the account, and, if so, the purpose 
for which the drawing was made and the amount 
thereof. 

(e) Queensland only : 

(i) The basis of valuation of the slock in trade. 

(ii) Whether provision has been made in such balance 
sheet for all contingent liabilities which the directors 
are of the opinion will result in losses to the company. 

(iii) Whether reserves have been drawn upon during the 
period covered by the profit and loss account or the 
income and expenditure account, as the case may be, 
and, if so, for what purpose 



Published Statements. 


85 


(iv) The amount of depreciation (if any) provided in the 
accounts for the period covered by the profit and loss 
account or the income and expenditure account, as 
the case may be. 

Chairman’s Review to Members. 

The placing of the directors’ review before shareholders in 
conjunction with the year’s accounts is commendable as it generally 
ex})lains the company’s operations in a way in which the published 
statements cannot do, and it gives shareholders who cannot attend 
the annual meeting, the benefit of knowledge which they could not 
otherwise obtain. Of course, if all members were present at the 
annual meeting the above practice would not produce any great 
benefit other than su])plying a statement which may be retained 
for future reference. IJowever, the management of many of the 
large companies realise that the majority of shareholders, either 
from lack of interest or inconvenience, do not attend company 
meetings. To overcome this it is the practice to forward a cop> 
of the proceedings of the annual general meeting, including the 
address of the chairman of directors, to all shareholders. In many 
cases shareholders may be miles or even hundreds of miles away 
from the meeting placjc, and the forwarding of this information 
gives them details regarding the company’s activities additional 
to those contained in the annual financial statements. This report 
of proceedings is sent out after the annual meeting and not with 
t he copy of the accounts and directors’ report which are, of course, 
forwarded prior to the meeting. Failing attendance at the meeting 
the printed chairman’s syieech together with the published state- 
merits j)la(;es all shareholclers on an e(pial basis. 

THE PREPARATION AND PRESENTATION OF ANNUAL 
STATEMENTS. 

In the ]mblic interest the accounting profession is increasing 
its efforts to give clear and authoritative ex])ression of accounting 
principles and as the com])any form of ownership is dominant 
special attention is directed towards accounting for companies 
and, in })arti(ailar, to the form and content of the annual financial 
statements issued by limited companies. Gradually, generally 
accepted accounting jirinciples art' becoming recognized and ob¬ 
served. Such accounting princi[)les are not rigid rules of procedure 
but are basic concepts which permit of elasticity of interpretation 
in particular cases or of modification to suit new conditions and 
situations. 

In 1946 The Institute of Chartered Accountants in Australia, 
as a guide to its members and as a mt^ans of the dissemination of 
accounting knowledge and principles, issued Recommendations 
on Accounting Principles—^Parts I to VJ.” The Institute in putting 
forward the Recommendations recognised that the form in which 
statements are submitted to shareholders is, subject to compliance 
with the Companies Act, a matter within the discretion of the 
directors, but it no doubt hopes that the Recommendations will 
be helpful in advising, in appropriate cases, as to what is regarded 
as the best practice. 
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Such Recommendations are set out hereunder. Those made in 
connection with the accounts of Holding and Subsidiary Companies 
are given in Chapter 8. 

Headings to Balance Sheet. 

The Institute recommends that :— 

The use of general headings for a balance sheet, such as “ liabilities ” 
and “ assets,” is inappropriate and unnecessary. The various items, 
whatever may be their sequence or designation, should, however be 
grouped as indicated below under appropriate headings. Additional 
groups may bo necessary in certain cases to sliow the aggregate liabilities 
and assets subject to exchange or other restrictions, special funds and 
other special items, such as deferred revenue oxpontiiture. Where any 
material part of a company’s liabilities or assets is in sterling or a foreign 
currency, the basis of conversion to Australian currency should be 
disclosed. 

As is explained below, if the items on the * assets ” and ‘‘ lia¬ 
bilities ” sides are “ classified ” and grouped under appropriate 
headings, the use of these sometimes misleading headings to a 
balance sheet is unneecssary. Those uninitiated in accounting 
knowledge are always confused by the inclusion in a balance slieet, 
under the heading of “ assets,” of a loss being carried forward in 
an Appropriation Account and likewise have difficulty in under¬ 
standing why a profit appears on the liabilities side. 

Comparative Figures. 

Another Recommendation which is a futher step in affording 
additional information to shareholders reads :— 

Comparative figures of the previous period (prepared on the same 
basis as those for the period under review) should be given both in the 
balance sheet and in the profit and loss account. 

The majority of those receiving the annual report and financial 
statements never read them: })ossibly only a fraction of them have 
the knowledge to appreciate the contents. A few, such as large 
credit suppliers, executives of banks and credit agencies, and public 
accountants on behalf of clients, are, however, in a position to 
critically analyse the report and for the benefit of those few the 
essentials are important. The illustration of previous years’ 
figures in coloured ink is useful to throw the comparisons into relief. 

A comparison of the results of the current year with the previous 

to 5 years’ figures is essential if the comparison is to be at all 
effective, and compliance with the above recommendation is a step 
ill the right direction. 

Proposed Appropriations. 

The Institute recommends that :— 

Provision bo made in the books and in the annual accoimts for pro¬ 
posed profit appropriations, those subject to confirmation by share¬ 
holders being so described. Provision for dividends should be shown as 
a separate item in the balance sheet. 

Although certain appropriations of profits, including dividends 
recommended by directors, are subject to subsequent confirmation 
by shareholders, the inclusion of all appropriations in the statements 
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shows the amount which will be required for distribution to the 
shareholders and completes the accounts for the financial year by 
showing the results of trading and their application in one account. 
This course avoids the inclusion in the statements of the next period 
of appropriations which were set out in the directors* report for the 
previous period, and which have already been dealt with and dis¬ 
posed of. Also, it facilitates the linking up of the statements from 
one period to another, the balance carried forward to the following 
period being clearly shown in the statements of each year. 

The inclusion in the published statements of the proposed divi¬ 
dends and other appropriations of profits, instead of dealing with 
them in the directors* report, enables the reader to more readily 
appreciate the result of those appropriations. The final balance 
carried forward in the Appropriation of Profits Statement is then 
readily noticed in the Balance Sheet without reference to figures 
outside the statements. 

The appropriation of profits is preferably made from the year’s 
profits being considered and should thus appear in the year’s sti-te- 
ments concerned instead of in the following year. Conservative 
accountants may raise two objections, but these do not off-set the 
utility of the recommendation. These two objections are :— 

(1) The balance sheet does not “ exhibit a true and correct 
view of the state of the company’s affairs ” as at the balance 
sheet date. It shows what might have been the state of 
the company’s affairs had resolutions, which may bo passed 
some w^eeks afterwards, been passed by shareholders at 
the balance sheet date, 

(2) That as the dividends are not yet appropriated, it is in¬ 
correct to show them as a liability in the balance sheet for 
a shareholder has no claim to the dividend until it has been 
declared. 

A summary of the arguments in favour of showing the proposed 
appropriations in the statements is :— 

(1) That although the directors’ recommendation as to dividend 
is subject to the approval of the members in general meeting, 
articles usually provide that the members may not increase 
the amount recommended by the Board, but that they may 
reduce the proposed dividend ; but this, however, hardly 
ever occurs. There is, therefore, very little risk of a 
balance sheet which shows appropriations for dividend 
reserves, etc., having to be altered. 

(2) That the members are readily able to gauge the effect of 
the Board’s recommendation and its effect on the financial 
position of the company. 

(3) That the appropriation is, after all, from this year’s profits 
and should thus appear in this year’s statements instead of 
in those of the following year. 

(4) That two important facts may be readily obtained :— 

(i) the shareholders’ interest in the company, i.e., capital, 
reserves and undistributed profits ; 

(ii) the working capital of the company, i.e., current assets, 
less current liabilities. 
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FORM OF BALANCE SHEET AND REVENUE STATEMENT. 

The Institute realises that businesses are so varied in their nature 
that there must be flexibility in the manner of presenting statements 
and a standard form to suit every commercial and industrial under¬ 
taking is neither practicable nor desirable. The financial position 
can, however, be more readily appreciated if the various items in 
the balance sheet arc grouped under appropriate headings and a 
proper view of the trend of the results can be obtained only if 
certain principles are consistently applied and if profits or losses 
of an exceptional nature or relating to previous periods are stated 
separately in the revenue statement. In both cases, appreciation 
is facilitated if the comparative figures of the previous period are 
also given. 

The Institute therefore recommends “that, subject to compliance 
with statutory requirements, the balance sheet and profit and loss 
account should be presented in conformity with the following 
general principles. ’ ’ 

Grouping of Assets and Liabilities. 

The Recommendations suggest that both assets and liabilities 
be grouped under appropriate headings. The groupings suggested 
on the liabilities side of the balance sheet arc:— 

Share Capital. 

In addition to the autiiorized and issued amounts of tiio various classes of 
capital and the redemption date of any redeemable preference capital, the 
terms of redemption should be stated. Particulars of any option on unissued 
capital should also be given. Tf dividends on cumulative preference cjapital 
are in arrear, the gross amounts of dividends in arroar or the date up to which 
the dividends have been paid should be stated. 


Reserves. 

The items to be included in this group are amounts set aside out of profits 
and other surpluses which are not designed to meet any liability, contingency 
commitment of diminution in value of assets known to exist as at the date 
of the balance sheet. Capital and other reserves nt)t normally regarded as 
available for distribution as dividend should be shown separately from those 
of a revenue nature, the latter group to inc lude any undistributed balance on 
profit and loss account. 

When there is an adverse balance on profit and loss account it should 
be shown as a deduction from reserves of a revenue nature, oven when it is 
in ox(*ess tliercof. The excess should bo shown by way of a deKluction from 
the sub-total of capital and capital reserves. From the taxation aspect, care 
should be taken by separate and consecutive statements of the credit and 
adverse balances, to safeguard the question of any apparent appropriation 
of profits. 

A sub-total of Share Capital and Reserves should be given to indicate the 
members’ interest in the (iompany. 


Debentures, Mortgages and Long-term Liabilities. 

In this group should be included debentures, mortgages and other long¬ 
term loans or liabilities. Where practicable, the dates and terms of redemp¬ 
tion should be stated. 

The expression “long-term” is intended to cover liabilities not due for 
payment until after the lapse of one year from the date of the balance sheet. 
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Amounts Owing to Subsidiary Undertakings. 

In addition to the aggregate amount owing to subsidiary companies, the 
aggregate amount owing to sub-subsidiary companies sho^d be disclosed. 
Such aggregate amounts should be shown as a separate group. 

Current Liabilities and Provisions. 

The items in this group should be classified to disclose their nature and 
amount including, inter cUia, (a) trade liabilities, bills payable and accrued 
charges; (b) bank loans and overdrafts; (c) other short-term loans; (d) 
interest accrued on debentures and long-term liabilities; (e) provision for 
current taxation; (f) provisions to meet specific commitments or contin¬ 
gencies where the amounts involved cannot bo determined with substantial 
accuracy; and (g) provision for proposed dividends. 

Commitments for Capital Expenditure. 

Where commitments of material amount for capital expenditure exist 
at the date of the balance sheet, these should bo indicated in a suitable note. 

Contingent Liabilities. 

Contingencies on guarantees, bills under discount, partly paid shares 
and similar items, should be dealt with by note. 

For the assets side, the Recommendations are :— 

Fixed Assets. 

In this group should bo shown under separate headings fixed assets such 
as (a) freehold land and buildings; (b) leaseholds; (c) plant, machinery 
and equipment. 

Where practicable, fixed assets in existence at the date of the balance 
sheet should be shown at cost, and the aggregate of the provisions for do- 
preciation and for diminution in values up to that date should appear as 
deductions therefrom. 

Investments. 

In this group should be shown under separate headings— 

(i) Government, municipal and other public debentures, stock or bonds. 

(ii) Shares or debentures which are dealt in on any prescribed Stock 
Exchange in the Commonwealth of Australia or elsewhere. 

(iii) Shares or Debentures in any other companies. 

Shares In and Amounts Owing by Subsidiary Undertakings. 

In addition to the aggregate amount of shares in and the aggregate amount 
owing by, subsidiary companies, which should be stated separately, the 
aggregate amoimt owing by sub-subsidiary companies should also be stated. 
Note. —In the balance sheets of subsidiary and of sub-subsidiary 
companies the aggregate amount of shares in, and the aggregate amounts 
owing to and from the ultimate holding company and its subsidiary 
undertakings should be. stated separately. 

Current Assets. 

In this group should be included such assets &a are held for realisation in 
the ordinary course of business. They should be stated separately in appro¬ 
priate sequence and normally include— 

(a) stock-in-trade and work-in-progress; 

(b) trade debts and bills receivable (other than amounts owing by 
subsidiary companies); 

(c) loans to directors (other than loans made in the ordinary course 
of the business of a company); 

(d) loans to officers of the company other than in the ordinary course 
of business (subject to any requirements of the local Oompanias Acts); 

(o) other debts; 
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(f) bonk balances and cash. 

Note. —Debts of material amount not due until after the lapse of, 
one year from the date of the balance sheet should be sepeurately grouped 
and suitably described. 

Intangibles. 

In this group should be included under appropriate headings. Goodwill, 
Patents and Trademarks and particulars of amounts such as preliminary 
and issue expenses not written off. 

Form and Content of Revenue Statement. 

The Recommendations read:— 

The profit and loss account should be presented in such a form as to 
give a clear disclosure of the results of the period and the amount available 
for appropriation, for which purpose it may conveniently be divided into 
sections. 

Such a disclosure implies substantial uniformity in the accounting 
principles applied as between successive accounting periods ; any change 
of a material nature, such as a variation in the basis of stock valuation 
or in the method of providing for depreciation or taxation, should be 
disclosed if its effect distorts the results. The account should disclose 
any material respects in which it includes extraneous or non-recurrent 
items or those of an exceptional nature, and should also refer to the 
omission of any item relative to, or the including of any item not relative 
to, the results of the period. 

However much supplemental detail of the trading results may be 
given, the following items should be stated separately :— 

(a) The net balance of profit and loss on the Company’s trading. 

(b) (i) Income from general investments; and 

(ii) Income from investments in subsidiary companies. 

(c) Amoimts (if any) charged for depreciation or amortisation on (i) in¬ 
vestments, (ii) goodwill, and (iii) fixed assets. 

(d) Any profit or loss arising from a sale or revaluation of fixed or in¬ 
tangible assets. 

(e) Interest charges (gross) on debentures and long term liabilities. 

T) Credits or charges in respect of provisions, other than those for 
specific requirements the amounts whereof can bo estimated closely. 

(g) Amoimts transferred to or from Reserves. 

(h) Credits or charges, if material in amount, which are abnormal in 
nature or relate to previous periods. 

(i) Income tax and the basis thereof, showing separately if material 
credits or charges in respect of earlier periods. 

(j) Amounts set aside for redemption of share and loan capital. 

(k) Dividends paid or proposed, showing under a separate heading those 
which are subject to confirmation by the Shareholders. 

(l) Directors’ Fees. 

Note. —^The total amount paid to or receivable by directors of a 
company by way of remuneration, percentages, or other emoluments 
for services to the company and its subsidiaries, other than fees as 
directors, should be disclosed in the annual accounts, in addition 
to and separately from the total of their fees which is already re¬ 
quired to be disclosed under the existing law of several of the States. 

(m) Balances brought in and carried forward. 

The accounting profession realizes that the revenue statement 
is generally of more importance to a shareholder than is the balance 
sheet. The shareholder is primarily concerned with the return 
on his investment. A valuation of shares in a company is probably 
best based upon the trend shown by the revenue statement over 
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a period of years. The investor also requires to be told something 
al^ut the company’s products and the markets involved. In other 
cases the nature of the processes of production and distribution 
should be made known to members. 

Disclosure of Information, 

The Institute recommends that if directors of a company desire 
to disclose in their report information which, but for its inclusion 
in the report, would be required to be disclosed in the statements, 
the relative paragraphs in the report should be clearly distinguished 
from the remainder of the report and specifically referred to in the 
statements. 


THE TREATMENT OP TAXATION 

Taxation in Accounts. 

The financing of a total war and its aftermath have made the 
subject of taxation of such importance that the Institute has made 
specific Recommendations regarding the treatment of this item. 

“ The incidence of taxation and its effect on profits and on the 
financial position disclosed by the balance sheet together with the 
extent to which the Revenue on the one hand and shareholders on 
the other have participated in profits, are matters which should 
bo made clear to shareholders. 

The assessment of liability to income tax in Australia is normally 
based on the profits of the accounting period under review, although 
the actual assessment for the tax is not received until some time 
after the end of the fiscal year 

Some companies do not bring these taxes to account until they 
are assessed, but it is more usual for provision to be made against 
the profits of each year, for the taxes which will bo payable when 
the taxation assessments, based on those profits, are received. 

Unless provision is made in each year for the income tax which 
it is estimated will bo payable on the profits of that year, the trend 
of net available profits will not be apparent, and cases will arise 
where profits earned in a succeeding period will bear a dispro¬ 
portionate charge for taxation if profits are less than in the previous 
year or indeed they may be insufficient to meet it.” 

Recommendation. 

It is therefore recommended that— 

1. There should be charged against the profits of each year the amount 
of income tax which it is estimated the company will be required 
to pay on those profits. 

2. When the actual assessments are received, an adjustment should be 
made to bring the provision into agreoment with the actual charge. 

3. If those adjustments are small, they may be taken into account in 
calculating the provision for taxation on the profits of the year in 
which the assessments are received. 

4. If the adjustments are material, they should be disclosed and dealt 
with in the Appropriation Account rather than in the Profit and Loss 
Account of the current year. 
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5. Where it has been the practice to charge the taxes against profits 
only when assessed and a change is made to provide for taxes, there 
will be a year when it is necessary to charge both the taxes paid on an 
earlier year's profits and the provision for taxes on the current profits. 
In this case, the taxes paid for the earlier year's profits should be 
charge^ against the appropriation account or some appropriate 
reserve. If there is no account available against which the charge 
can be made, it should be shown as a separate item in the Profit and 
Loss Account. 

6. Taxation charges may be affected by losses in the current period, 
deficiencies brought forward or adjustments of taxation in respect 
of previous periods, the effect of which, if material, should be dis¬ 
closed. Any provision made in excess of the amount required to 
cover the estimated future liability on profits earned to date should, 
if material, be similarly disclosed. 

These Recommendations deal only with the accounts of public 
companies. However it is pointed out that while such is the case— 

The same principles apply to private companies in which provision 
should be made against each year’s profits for the ordinary company tax 
which it is estimated will be payable in respect of those profits, but, 
owing to the complexities of taxation on private companies, it is neces¬ 
sary to make a special study in each case to decide the best method of 
dealing with income tax. 

In the case of private compames which do not make provision for the 
estimated taxation on current profits, a statement should appear on the 
face of the balance shoot, indicating the period up to which taxes have 
been paid or provided 


Reserves and Provisions. 

As an aid towards the standardization of accounting termin¬ 
ology the Institute has made a move in the direction of clarify¬ 
ing the use of two common accounting terms—reserves and pro¬ 
visions. 

“ A true appreciation of the financial position of a company 
as disclosed by its balance sheet may bo rendered difficult or even 
impossible owing to lack of information as to the extent of undis¬ 
closed reserves and to insufficient distinction being made between 
(a) free reserves retained to strengthen the financial position or to 
meet unknown contingencies ; (b) capital reserves or other reserves 
not normally regarded as available for distribution as a dividend ; 
(c) provisions for known contingencies ; and (d) provisions for 
reduction in book value of assets in excess of normal or estimated 
requirements. 

The terms ‘ reserves * and ‘ provisions * are commonly regarded 
as interchangeable. Accounts would be more clearly understood 
if the term ‘ reserve ’ were applied only to reserves which are free, 
and the term ‘ provision ’ were confined to amounts set aside for 
specific requirements. 

Unless the amounts involved are stated, the trend of profits 
may be obscured by transferring amounts to or from undisclosed 
accounts of the nature of free reserves, by charging abnormal 
provisions or by utilising provisions no longer required.’* 

Recommendation. 

It is therefor© recommended that— 

(1) The following distinction should be made between reserves which 
are free and those in the nature of provisions for specific requirements ; 
the latter should preferably be described as “ Provisions ” 
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(a) The term “ reserve ** should be used to denote amounts set aside 
out of profits and other surpluses which are not designed to meet 
any liability, contingency, commitment or diminution in value 
of assets known to exist as at the date of the balance sheet. 

lb) The term “ provision ” should be used to denote amounts set 
aside out of profits or other surpluses to meet: 

(i) specific requirements the amounts whereof can be estimated 
closely; and 

(ii) specific commitments, known contingencies and diminutions 
in values of assets existing as at the date of the balance sheet 
where the amounts involved cannot be determined with 
substantial accuracy. 

(2) Reserves, as defined in (1) (a) above, should be disclosed in the balance 
sheet. 

The term “ Reserve Fund ” should only be used where a resorv'e 
is specifically represented by readily realisable and earmarked assets. 

Where two or more reserves are retentions of distributable profits 
available for general use in the business and none of them is created 
in accordance with statutory requirements or in pursuance of any 
obligation or policy, the subdivision of such reserves under a variety 
of headings is unnecessary. Capital and other reserves not normally 
regarded as available for distribution as dividend should, however, 
be separated from those of a revenue nature, the latter group to 
include any undistributed balance, or, by deduction any adverse 
balance on profit and loss account. 

(3) As a general principle “Provisions’* as defined under (1) (b) (ii) 
should bo disclosed in the balance sheet under one or more appro¬ 
priate headings. 

Where practicable, fixed assets in existence at the date of the 
balance sheet should be shown at cost, and provisions for depreciation 
and for diminution in values should appear as separate deductions 
therefrom. 

(4) Where reserves are created or increased, the amounts involved, if 
material, and the sources from which they have been created or 
increased, should bo disclosed in the accounts. In all cases the 
utilisation of reserves, and of provisions proved to have been re¬ 
dundant, should be disclosed in the accounts. 

MODERN PRACTICE IN PUBLISHED STATEMENTS. 

The following are some features associated with modern published 
statements which are designed to give more information to those 
reading them, and, in addition, to give a more complete picture 
of the financial status of the company. It is now reafized that 
persons other than members of companies are vitally interested 
in the published statements of companies, e.g., trade organizations, 
government price fixing authorities, investors, etc. 

1. An endeavour to give a clear statement of taxation indebted¬ 
ness. 

2. Percentages are sometimes given tu emphasise salient 
features of the accounts. 

3. It is usual to ehminate from both the pubHshed balance 
sheet and revenue statement the shillings and pence and 
merely to show each item adjusted to the nearest £. This 
practice tends towards clarity. The shillings and pence 
serve no really useful purpose and the view is clearer with 
the omission of the unnecessary figures. A type of heading 
sometimes used is—“Adjusted to the nearest £ and after 
giving effect to all appropriations recommended by the 
directors.’* 
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4. It is becoming the practice as regards depreciation of fixed 
assets to record, in detail, first the total amount written 
off as depreciation to the beginning of the year and then 
the amount written off for the year covered by the accounts^ 
as a separate item (and see point 9, below). 

5. Where the company is a holding company the present 
practice is to prepare a consolidated statement of profit 
and loss to accompany the consolidated statement of assets 
and liabilities, and thus complete the picture. 

6. A few overseas company managements have adoi)ted rathc^r 
an unusual method in presenting their annual financial 
statements. The net profit is shown after deducting all 
the expenses other than the charge for salaries and wages ; 
this remaining balance of profit is then designated as being 
available to be divided among the employees and share¬ 
holders. In the ap])ropriation of this amount are shown 
the percentage of the amoimt distributed to employees, 
the percentage ])aid as dividend to shareholders, the 
percentage transfcTred to reserves, and the percentage 
carried forward to the following year. The amount paid 
to employees is treated not as an expense of the business, 
but as a distribution of income. The employees are si)own 
as being co-owners. Such a procedure, it is suggested, 
may do much towards illustrating to those interested the 
division of income between labour and ownership. The 
more common practice at present, however, is to supply 
this information b}' way of pie charts and other diagrams 
attached to the published statt^ments (see Volume 3, under 
Graphic Presentation of Data). 

7. Another innovation increasing in popularity is the revenue 
statement and balance sheet set out in single column 
form and more in the form of a narrative than an account. 
An illustration of tliis form of published statements is 
given later in this c[ia])ter. 

8. Accountants are at })resent giving attention to the question 
whether published statements of companies should be 
prepared in such a way as to reflect changes in the general 
price level. However, see further on this point in 
Chai)ter 1 of this Volume and Chapter 1 of Volume 3. 

9. iSome companies are stating assets in the balance sheet in 
considerable detail. The following is an illustration of a 
particular asset designed to provide maximum disclosure 

Plant and Machinery : £ £ 

At cost less amounts written off for Depreciation : 

Balance at 31st Dec*eiiiber, 1949, being original cost 
as increased by Purcliases less Sales at cost in pre- 


vious periods 


25,531 

Add Additions this period 


1,006 

26,537 

Less Sales this peri oil .. 


2,225 

Deduct - Cumulative total of Depre¬ 


24,312 

ciation in previous periods 

£16,531 


Dej)reciation for this period 

1,081 

17,612 
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Speeimen Balance Sheet. 

The specimen balance sheet shown on pages 96 and 97 has 
been prepared in conformity with the Companies Acts, and to 
give effect to the recommendations of The Institute of Chartered 
Accountants in Australia. As far as practicable, as many items 
as possible have been included to illustrate groupings of assets and 
liabilities and general layout. Detail relating to holding and 
subsidiary companies has n(»t been included. 

This specimen balance sheet should be read in conjunction with 
the matters set out on page 76 under, Contents of Balance Sheet. 

The Auditors’ Report, shown at the foot of the balance sheet 
should be amended as follows in the respective States :— 

(a) It is necessary only in New South Wale^. Queensland and 
Western Australia for the auditors to report as to whether, 
in their opinion, the register of members and other recjords 
which the company is required to keep by law (in 
Queensland by the Companies Act) or by its articles, hav(‘ 
been properly kept. 

(b) In Victoria and Western Australia y it is necessary for the 
auditors to report as to whether, in their opinion, the 
profit and loss account is properly drawn up so as to 
exhibit a true and correct view of the results of the business 
of the company for the year. 

(c) In Western Australia^ it is necessary for the auditors to 
report as to whether, in their opinion, the amount set 
down for depreciation and/or for bad and doubtful debts 
is, having regard to the nature of the business, sufficient. 

(d) It is not obligatory that reference be made to the manner 
by A\hich the auditors have satisfied themselves as to the 
valuation shown for Stock in Trade, such reference merely 
conforming to current practice. 

As to the variation in the mode of signing and certifying the 
balance sheet on behalf of the board, reference should be made to 
page 79 under. Signing of Balance Sheet and Attaching Auditors 
Report, and page 81 under Declarations re Balance Sheet. 

Modern Methods of Presentation of Balance Sheet. 

As indicated earlier, the manner in which the Balanee Sheet 
of the company is presented to members is receiving much attention 
mainly with the aim of evolving a type of presentation which will 
supply information as to the state of the company to those not 
skilled in reading and interpreting accounts and balance sheets. 

That style of balance sheet set out on pages 96, 97 may be 
considered to be, at the present time, more or less the standard form. 

Another form of rendering the balance sheet is that sometimes 
referred to as the tabular, single column, vertical or narrative form. 
This is illustrated in the following pages. 

It will be noted that in the narrative balance sheet the Net 
Current Assets are shown (i.e. Current assets less Current liabilities, 
or, in other words, Working Capital). This type of balance sheet 
lends itself to much variation. For example, the order of liabilities , 
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THE AUSTRALIAN 

BALANCE SHEET AS 
(Adjusted to the nearest £ and after giving 


Previous 

Year. 

175,000 

AUTHORISED SHARE CAPITAL- 
150,000 7% Cumulative Pn'foroneo Shares of £1 each 
100,000 Ordiuary Shares of £1 each . 

ISSUED SHARE CAPITAL . 

£150,000 

100,000 

£250,000 

175,000 

150,000 

150,000 Proforenre Shares, fully paid . 

150,000 


25,000 

60,000 Ordinary Shares, paid to 10/- . 

25,000 


55,000 

RESERVES . 

175,000 

67,000 

10.000 

Capital—Premium on Shares . 

10,000 


40.000 

General . 

52.000 


5.000 

Coritingoricios . 

25,000 


36,000 

UNAPPROPRIATED PROFITS . 

87,000 

40,000 

265,000 

Shareholder’s Funds 


302,000 

60,000 

LONG TERM LIABILITIES . 


45,000 

50,000 

5% Redeemable Mortgage Doljonturos (Secured) 

50,000 


10,000 

Leas Redeemed and He-issuable . 

Loan on Mortgage (socurod) . 

15,000 

35,000 

10,000 


130,040 

CURRENT LIABILITIES AND PROVISIONS 

45,000 

138,600 

92,000 

Trade Creditors ... 

90,000 


7,000 

Bills Payable . 

10,000 


1,640 

Accrued Charges. 

1,550 


16,000 

Bank Overdraft (Secured) . 

20,050 


9,000 

Provision for Taxation ... 

12,000 


6,000 

Provision for Proposed Final Dividend on Ordinary 
Shares . 

5,000 


U65,640 

138,600 

[Contingent Liability for Bills Discounted, £2,500] 

£485,600 


EEPOET OF THE AUDITOE8 

We report to the moml)er8 ot The Australian Company Limited chat we have examined the above Balance 
Sheet with the Books of Account and Vouchers relating thereto and have obtained all the information and explanation 
we have required. The Stock has been taken by Offleiais of the Company and we have accepted the Certificate oi 
the Mar aging Director as to the quantities and value of same. In our opiniOD such Balance Sheet, is properly drawt 
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COMPANY LIMITED. 

AT 30th JUNE, 19— 

elfect to the recommendations ol the directors.) 


Previous 





Year. 





211,000 

FIXED ASSETS . 



201,000 


Freehold Land and Buildings, at cost ... 

£196,000 



179,300 

Less Provision for Depreciation 

19,000 






176,000 



Plant and Machinery, at cost . 

45,000 



31,700 

Less Provision for Depreciation 

20,000 

25,000 





201,000 


10,000 

INVESTMENTS . 



10,000 


Aastralian Government Loans (Face Value 





£10,000) at cost 




173,400 

CURRENT ASSETS. 



217,000 


Stock in Trade, at or under cost 


98,500 


76,250 

Trade Debtors . 

96,600 




Less Provision for Doubtful Debts 

3,250 



83,000 



93,250 



Bills Receivable . 

18,650 




Less Provision for Loss on Bills 

1,000 



9,250 



17,560 


1,000 

Sundry Payments in Advance . 


5,000 



Loans to Directors and Officers— 





Balance at let July, 19— . 

3,500 




Loans during Year . 

2,000 





5,500 



3,500 

Less Repaid during Year . 

3,500 






2,000 


400 

Cash in Hand . 


700 





217,000 


61,240 

INTANGIBLES . 



57,600 


Patents, at cost 

12,000 




Less Provision for Depreciation 

4,000 



9,000 



8,000 


3,500 

Trade Marks, at cost 


3,500 


25,000 

Goodwill . 


26,000 


5,900 

Preliminary Expenses, Less written off 


5,000 



Underwriting Commission and Brokerage 





on Shares and Debentures and Discount 




9,840 

cn Debentures, Less written off 


9,100 



Ex])enses in connection with Issue of Shares 




3,500 

and Debentures, Less written off 


3,000 



Discount of 2/6d. per Share allowed with 





the sanction of the Court on the issue of 





40,000 Ordinary Shares of £1 each ... 

5,000 



4,500 

Less Written Off to Date . 

1,000 






4,000 





57,600 



On Behalf of the Board 
^ ... 




i455,640 

. ^Directors 



£486,600 


TO THE MEMBERS. 

Qp BO as to exhibit a true and correct view of the state of the Ck>mpany’s affairs according to the best of our in- 
foraiation and the explanations given to us and as shown by the Books of the Company. The Begister of Membera 
and other records which the Company is required to keep by the Companies Act or by Its Articles have, In our. 

opinion, been kept in a proper manner. .AUDITORS. 

Chartered Accountants (Aust.) 
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Published Statements. 


and assets could be reversed, or the different types of assets could 
be successively added to each other, then outside liabilities sub¬ 
tracted ending with the net amount due to proprietorship. 

Specimen Published Statements. 

In the following pages are given specimen published statements 
of some prominent Australian and Overseas companies, which 
ncorporate many of the modern features discussed in this chapter. 



Profit and Loss Account for the Year Ended 30th June, 1948 


Published Statements. 
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DUNLOP RUBBER AUSTRALIA LIMITED 


Published Statements. 
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TOTAL LIABILITIES 
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BERLEI LIMITED, SYDNEY 
PROFIT AND LOSS ACCOUNT 
FOR THE YEAR ENDED 30th JUNE, 1948 





80.6.4B 


30.6.47 

Net Trading Profii—aher charging ail costs and expenses, including 





£8,565 for depreciation of Fixed Assets .. 



£80,021 


£39,257 

Income from Investments . 



5.958 


12,953 




85,979 


52,210 

LESS: 






Directois’ fees . 


£400 


£400 


Stall Profit Sharing Dividends. 

. 

4,42S 


2,087 


Contributions to Staff Provident Fund. 


8,709 


3,729 


Further Piovision foi Stock Devaluation. 


4,082 




Provision foi Taxation . 


28,000 


14,000 




— 

40,564 


20,216 

Net Profit for the Year .. . 



45,415 


31,994 

Balance hi ought toiwaul from previous year .... 


22,108 


20,406 


Surplus from Taxation Provision for previous years .. 


1,829 


— 




— 

28,987/ 


20,406 

Amount Available for Appropriation .. 


69,332 


S2,400 

APPROPRIATION- 






I'ansfer to General Reserve . ‘. 


21,829 


10,000 


Interim Dividend paid l$i March . 


12,688 


9,741 


Final Dividend Recommended . 


12,886 


10,SSI 




— 

47,298 

— 

30,292 

Balance, as pet Balance Sheet, tarried forward 



£22,054 


£22,108 


On behalf of the Board, 




FRED R. BURLEY, Acting Chairman. 
WALTER LINTON, Direitnr. 


We repurt to tlic sh.irehol(icrs lh.it wc hate examined ihc foiegoin); Balance Sheet, and hate coinparetl it with the liooks 
documents and touchen of Bcriei Limited. Sydney, siihmltied for our inspection, for the year ended SOih |une. IWK. We have ohiainetl 
all the infcnrmatlon and explanations we have required, and. in our opinion the Balance Sheet is properly drawn up so as to exhibit 
a true and conect view of the state of the Company^ affairs according to the best of our information and explanations given to us. 
and as riiown by the Books of the Company. We furthe- report that. In our opinion,, the Register of Meinlieri and ether financial 
records which the Company it retpiired to keep under the ppoviskmi of the Companies Art or by its Ai tides, have lieen properly kept. 

CARRUTHKRS FARRAM & CO.. 

Chartered Acooununu (Austj. 


SYDNEY. 17th August, 1948. 
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BERLEI LIMITED, SYDNEY 

BALANCE SHEET al 30lh JUNE, 1948 


FUNDS USED IN THE COMPANVS BUSINESS- N.&is 

Ain HORISED CAPlTAI^ 

450,000 Ordinary Shares tof £1 each . £450,000 

50,000 8% Cumulative Preference Shares <if £1 each .. 50.000 


30.6.47 

£450,000 

50,000 


£500,000 


ISSUED CAPITAL- 

200,250 Ordinary Shares.£266.250 

50,000 Preference Shares... 50,000 


!!16,250 


Le^y. Allotment Money Outsunding . 6,931 

RESERVES (used in the Company's business) — 

General Reserve. 153,033 

Share Premium Reserve . 109,843 

.Assets Revaluation Reserve . 40,814 

Profit and Loss Account—after providing for Dividends and 
Appropriations . 22,054 


309,819 


325,744 


Total Sharefaoldera* Fumb • • 

DEFERRED LIABILITIES 

Trustees, Staff Provident Fund. 

Bcrlci Pty. Ltd. (Subsidiary Company). 

Deposit Accounts. 


635,063 

15,000 

25,037 

100 

- 40,137 


Total Fttnda Employed £675,200 


THE ABOVE FUNDS ARE REPRESENTED BY— 


CURRENT ASSETS- 

Stocks on Hand and in Transit—at cost, market or leplaieincnt value 

whichever'is least. 534.69:) 

LfU', Provision for Devaluation . 29,380 

505,315 

Sundry Debtors. 173/206 

Current Accounts with Subsidiary Companies. 528 

Cash and Payments in Advance . 1,880 

- 680.929 

LESS: CURRENT LIABILITIES- 

English Scottish & Australian Bank Ltd. (Secured). 120,000 

Sundry Creditors. 59,805 

Current Accounts with Subsidiary Companies. 8,883 

Provision for Final Dividend. 12,836 

Piovwon for Taxation . 28,000 

- 224,521 

Net Current Assets 456,405 

INVESl'MENTS- 

Shares in Subsidiary Compani^—at valuation .. 57,961 

Shares in Associate Company—at valuation. 9,490 

Life Insurance Policy. 1,537 

- 68,988 

FIXED ASSETS- 

Tradc Mark and Patent Rights. Nil 

Freehold Land and Buildings—at com, less araounu written off .. 106.542 

Plant, Vehicles, Furniture and Fittings—at cost less depreciation 43,265 

- 149,807 


ToUlNelAsseU .. £675,200 


Contingent Liability under guarantee.<i gis^n for subsidiary companies, £50,000. 


£2/3.000 

50.000 

263,000 

/.927 


/34,/39 

49,937 

Ni7 

22.f06 


IS,000 
NU 
100 


396,061 

24,109 

371,952 

85.011 

13,382 

4,323 


106,593 

35,496 

Nil 

10,551 

44,078 


38,836 

27,811 

1,537 


2,935 

103,261 

30,027 


£500,000 


261,073 


206,184 

467,257 


15,100 

£482,357 


474.668 


196,718 

277,950 

68,184 


136,223 

£482.357 
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THE MYER EMPORIUM LTD. 


Earnings and Appropriations for the Year Ended 31st July, 1948 


Prcviout Year 


£634.670 


Net Profit on Trading, after deducting all Charges and ExpeiiMs. including 
Bad Dclrts, Directors’ Fees (JE3,550), and I>cprcciation on Fixed Assets 
(JC121.107). /729.593 

Note — 

Directors' Fees paid by The Myer Emporium Ltd and its Sub 
stdiary Companies to the Directors were X4.344 


39J14 

210 

£674,094 

400,000 

Dividends Received — Subsidiary Companies 
—Other Companicii 

Profit prior to Texation 

Lett Provision for Income Taxes .. 



£274,094 

Net Profit for Year .. 



Add— 


139,412 

fkilancc brought forward from previous year .. 


£413,506 

Deduct — 

Dividends Paid - 

£50,991 

5070 

51,750 

116,711 

Preference - January and Julv, 1948 

Staff Partnership — Januar)' and July, 1948 
Intenm Ordinary — April, 1948 


40,717 

10 


£770,320 

450,000 


jC320,320 


1-43,295 

X463,615 


£58,990 

5,970 

51,750 

- 116.710 


£296,795 


£103,500 


Balance available for Distribuliun 

From which the Directors recommend— 

A Final Ordinary Dividend and Bonus 


£346.905 


S £120,750 


50,000 

- 153,500 

£143,295 


A Transfer to General Reserve (m addition to the £50,000 excess 
Provision foi previous years’ Income Taxes, already transferred) 

'Leaving a Balance to carry forHard of . 


195,750 

fl5I,155 


1, REGINALD EDWARD GREGORY, of 230 Murrumbeena Road, Murruinbeena, Secretary of the Company, do solemnly 
and sincerely declare that the %.ccompanying Balance Sheet and Profit and Loss Account of the Company arc, to the best of my 
knowledge and Ulief, correct 

And I nuke this solemn declaration conscientiously believing the same to be true, and by virtue of the proviunns of an| 
Act of the Parliament of Victoria rendenng persons making a false declaration "punishable for wilful and corrupt perjury 

REGINALD D GREGORY 

Declared .n Milhournc, in the Stale of Victoria, this Twenty-ninth day of September, 1948, before me— 

D E BLACKSHAW, J P 


We, NORMAN MYER and ARNOT H TOLLEY, both of Melbourne, being two of the Directors of the Company, 
do hereby certify on K'half of the Board that, in our opinion, the above Balance Sheet is drawn up so as to exhibit a true and correct 
view of the state of the Company's affairs, and that, in our opinion, the Profit and Loss Account of the Company is drawn up so as 
to cxliibit n true and correct view of the results of the business of the Company for the year 

Signed .It Melbourne, this Twenty-ninth day of Scptcinbu. l‘J48 

NORMAN MYER 1 ^ 

ARNOT H TOLLEY J 

REPORT OF THE AUDITORS TO THE MEMBERS OF THE MYER EMPORIUM LIMITED. 

We have audited the accompanying Balance Sheet dated 31st July. 1948, and the relative Profit and Loss Account, and 
have obtained all the information and explanations w-e have required In our opinion the Balance Sheet is properly drawn up lo 
as to exhibit a true and correct view of the state of the Company's affairs, and the Profit and Loss Account is properly drawn up 
to as to exhibit a true and correct view of the results of the business of the Company for the year, according to the best of our 
information and the explanations givra to us, and as shown by the books of the Company. 

FULLER. KING CO.. 

Chartered Accoununts (Australia). 

MELBOURNE, 29th September, 1948 
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THE MYER EMPORIUM LTD. 

{Authorised Capital £f, 000 , 000 ) 


FINANCIAL POSITION AS AT 3lBt JULY, 1948 




(.(ftcr Rivin<j effect to the .ippropn.ituw recommended by the Directors) 



iht July. 1947. 

ISSUED CAPITAL (fully p^id)- 





£2,479,950 

6^1,450 9% Cumulative Preference Shares of JCl each 
'‘S>9,500 Staff Partnership Shares of £l each .. 

1.725,000 Ordinary Shares of jCI each . 


£655,450 

99.500 

1,725,000 

£2,479,950 


RESERVES AND UNDISTRIBUTED . PROFITS— 





£2iO.(HHI 

750,000 

141,295 

1,141.295 

Special .. . 

General .. . 

Profit and Loss Account .. 


£250,0(X) 

875,000 

151,155 

1,276,155 






£1.623,245 

Total Shareholders' Funds 



£.3,756,105 



Represented by — 






CURRENT ASSETS— 




1543.514 

17,142 

119,779 

2,110,603 

154,961 

16,5112 

12,7119 

£3,145,570 

Cvistomcrs’ Accounts (after pro\iduig for Doubtful Dcbu>) 

Other Debtors . 

Amounts owing hy Subsidiary Companies 

Stock in Stores, Factoncs and Bond—at or under cost . 

Advance Payments • Stock .. . 

—Other 

C.ish III Hand ... 

JC701.842 

2.7.15 

181,469 

2,^58.804 

189.690 

4.499 

14.408 

£3,453.447 



/cm CURRENT LIABILITIES AND PROVISIONS— 





£})t>,056 

124.3SV 

836.191 

139,314 

103,826 

421,ir 

101,500 

62,823 

2.229.238 

Dcfio-iits 

The National Bank of Australasia Ltd 

Trade Creditors . 

Other Creditors and Accrued Charges 

Amounts owing to Subsidiary Companies . 
Provoionc —Income Taxes 

— Final Ordinary Dividend and Bom 
— Staff Superannuation 

£476,240 

40,248 

834,021 

162,478 

1.39,893 

456,519 

120,750 

62,823 






2 292 972 



£916,332 

Net Current Assets 



£1,160,475 



INVESTMENTS— 




£450,535 

2,500 

54,330 

507,365 

Shares—Subsidiary Companies — at «ir under cost .. 

- Companies listed on a Sicvk Exchange — at cost .. 
-Other Companies— at or under cost. 


£450,535 

2,500 

49363 

502,898 


FIXED ASSETS— 





il.752,855 

46,12y 

255,570 


Freihold Land and Buildings -at or under cost 

Less Depreciation Reserve. 

l-iMs.'hold Property and Improvements — at cost 

Fixtiins Fittings and Equipment — at cost, less deprecation 

. £2.260.900 
520,000 

£1,740,900 

68,000 

388,832 


£2,054,548 


Le« FIXED LIABILITIES (Sccured)- 


£2,197,732 


J05fi00 


Mortgage Debentures. 

Mortgages . 

. £100,000 
255,000 

355,000 


£1,949,548 

Net Fixed Assets. 



£1,843,73} 


250fl00 

GOODWILL . 



250,000 

£3^23^45 

TOTAL NET ASSETS . 



£3,756,105 
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$• liras otdkmenl; 

OF 

THE OLYMPIC TYRE & RUBBER COMPANY LIMITED 


FOR THE YEAR ENDED 30rh JUNE. 1948 

Profit from Trading for the year ended 30th June, 1948, after providing for Depreciation on Buildings, Plant 
and Equipment (£84,091), possible reduction in Replacement Value of stocks of Raw Materials (£175,000), 


Income Tax (£210,000), and paying Directors' Fees (£2,000) £131,217 

Add Income from Investments 2,328 

Add Profit arising from Sale of Plant and Equipment 1,120 

To which IS added — 

(a) The balance of unappropriated profits brought forward from last year 56,453 

(b) Amount over-provided for Taxation at 30th June, 1947 (Transferred from Provision for Income Taxi 63,608 

(c) Transfer from Repatriation Reserve 8,000 

MAKING A TOTAL OF 


From which is deducted Provision for payment to employees who served with the Armed Forces during 1939-45 War 

LEAVING A BALANCE OF 


Out of which the Directors recommend the transfer to General Reserve of 50,000 

Interim Dividends teere paid on 28th February, 1948, as under.— 

On Cumulative Preference Shares — 2 Vi % for the half year ended 31 /12/47, absorbing £3,107 

On Ordinary Shares — 6Vz% for the half year ended 31/12/47, absorbing 33,930 

- 37,037 


The Directors rw>w recommend payment on 18th September, 1948, of final dividends as under — 


(al On Cumulative Preference Shares— 2'/i% (making a total of 5% for the year ended 30th 
June, 1948), absorbing .. ., .. . 


(b) On Ordinary Shares . — 7Vi% (making a total of 14% for the year ended 30th 

June, 1948), absorbing , . 


4,972 

39,150 

- 44,122 


£134,665 

128,063 

762.728 

8,000 

254.728 


131,159 


UAVIN6 A BALANCE OF UNAPPROPRIATED PROFITS CARRIED FORWARD — AS PER BALANCE SHEET 


• • • £» 23,569 
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^aloiice md 


OF 


THE OLYMPIC TYRE & RUBBER COMPANY LIMITED 


AT 30th JUNE. 1948 


(Adjusttd to nearest £ I, and after givmg effect to the appropriations recommended by rt»e Directors 

SHAREHOLDIRS' FUNDS: 

CAPITAL — 

Authorised Capital — 

250,000 5% Cumulative Preference Shares of £1 each 
2,250,000 Ordinary Shares of 5/- each 

Issued Capital — 

198,857 5% Cumulative Preference Shares of £1 each, fully paid up 
2,088,000 Ordinary Shares of 5/- each, fully paid up 

RESERVES — 

General Reserve . 

Marine Insurance Reserve 
Capital Reserve arising from Sale of Fixed Assets 
Unappropriated Profits to date as per Profit and Loss Statement 


TOTAL SHAREHOLDERS' FUNDS 

This sum IS represented by.— 

CURRENT ASSETS: 

Cash in Hand 562 

Sundry Debtors (after making provision for Doubtful Debts) . . 578,003 

Materials, Work-in-progress and Manufactured Goods on Hand .(at lower of 

cost or market) ... . 1,259,416 

Lei. Provision for possible reduction in Replacement Value of stocks of Raw 

Materials . . 175,000 

- 1,084,416 

1,662,93' 

164,855 

8,000 
464,936 
210,000 
44,122 

- 891,913 

EXCESS OF CURRENT ASSETS OVER CURRENT LIABILITIES AND PROVISIONS 771,068 

INVESTMENTS: 

Shares in Company dealt m on a prescribed Stock Exchange — at cost 26,534 

LAND, BUILDINGS, PLANT AND EQUIPMENT: 

Freehold Land and Buildings and Leaseholds, at Cost 212,068 

Less Provision for Depreciation . 28,748 

- 183,320 

Plant and Equipment, at Cost. . 674,655 

Less Provision for Depreciation .... 510,196 

- 164,459 

- 347,779 

EXCESS OF TOTAL ASSETS OVER LIABILITIES AND PROVISIONS . £1,145.381 


TOTAL CURRENT ASSETS 
LESS CURRENT LIABILITIES AND PROVISIONS: 

Sundry Creditors (including Deposits at Call) 

Provision for payment to employees who served with the Armed Forces during the 1939-45 
War ... 

Union Bank of Australia Limited .... 

Provision (or Income Tax . 

Proposed Final Dividend . . 


£1,145,381 
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THE INTERNATIONAL TEA 
PROFIT AND LOSS ACCOUNT FOR APPRO 


mi 

C 

To Depreciation : £, 

20,000 

Freehold Buildings ... . 

7,973 

Leasehold Properties . 

27,230 

Fixtures, Fittings, Plant and Machinery . 

Motor Vehicles . 

9,6.’>7 

64,860 

16J40 

so,m 

„ (ioodwills of businesses acquired during year written off 

82,796 

„ Contributions for, and purchase of, Staff Pensions for past service 

184,145 

„ Profits Tax(flH<f Excess Profits Tax 1946/47) . 

788 

„ Remuneration of Auditors. 

819,391 

£1,107,120 

„ Balance carried down being Profit of year subject to Income 'Pax 


'fo Income Tax: 

Schedule “A" 1947 48 and tax deducted Irnm Dividends of 

Subsidiaries and Income on Invf stments . 

Reserve for Future Income Ta\ : 



Balance as at 28th April, 1947 . 

460,0110 


•Applied against Scliedule “ D ” Assessment 1947/48. 

200,494 


Leaving in respect of SclKdiik " D " Assessment 1948/49 ... 

259,.506 


Adil in ri'spect of Profit of )ear to date (assessable 1949/50) 

329,094 

414,858 

Amount of Reserve per Balance Sheet. 

588,600 

.50,800 

„ Reser\ i lor 1 ot urc contributions for, and purchase of, Staff Pensions 
for past service . 


1(10,000 

„ Transfer to Reserve lo meet possible future depreciation m Stock 
\alucs .. .. .... 

„ Transfer to General Reserve .. . 


19,800 

„ Dividends (less Income Tax) paid and projiosed : 

Cumulative First Preference Stock . 


68,074 

Cumulative " A ” Preference Stock . 


28,050 

Cumulative “ B " Preference Stock 


42,621 

Ordinary Stock—Interim 5“^, paid .. . . 

42,625 

93,77.1 

Final 11",, propiiMil 

93,775 

T52,324 


— -— 

128,208 

„ Balance proposed to he carried forward 



i L 

35,981 

4,912 

26,187 

10,119 

77,199 

32,801 

- 110,000 

47,300 

187,495 

1,250 

998,441 

;CI,344,486 


157,018 


329,094 

- 486,112 


60,000 

100,000 

100,000 


19,800 

68,074 

28,050 

136,400 

- 252,324 

128,213 


iCl,126,649 



Statement pursuant to Section 196 of the Companies Act, 1948. 

The Kmoluments of Directors for the year ended 1st May, 1948, were : 

Fees as Directors. £ 5,000 

Managerial Remuneration . 72,652 


/7^S2 

I’ensions lo foniu-r Dircitor*. /"’.(Wt 
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COMPANY’S STORES, UMITED 

XIMATE YEAR 28th APRIL, 1947, TO 1st M.AY, 1948 

1947 

£ I C 

1, 075,917 By Trading Profit and Dividends from Subsidiaries . 1,327,240 

24,255 „ Interest on Government Securities (Gross) . 13,272 

0,968 „ Interest on Tax Reserve Certificates. 3,974 

31,203 - 17,246 


£1,107,120 ;(;i,344,486 


819,391 By Balance brought down . 998,441 

120,796 „ Balance brought forward as at 28th April, 1947 ... ... 128,208 


£046,187 jC1,126,649 
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THE INTERNAnONAL TEA 

BALANCE SHEET, 


im 


Authorised 

lMued,ftiUy 
paid and con* 
verted into 
Stock 

1 

1 

SHARE CAPITAL- 

£ 

m,m 

j,76i,jei 

j,m,m 

i,s66,m 

6 per cent, Cumulative First Preferena Shares of each ... 

7 per cent. Cumulative A'' Preference Shares'of p each ... 

4J per cent. Cumulative “ B " Preference Shares of^l each ... 
Ordinary Shares of Ss.' each . 

600,000 
r,775,000 
1,200,000 
1,550.000 

600,000 

1,768,161 

1,200,000 

1,550,000 

5,118,161 


5,125,000 

5,118,161 


CAPITAL RESERVES- 



550,524 

83,484 

€2,327 

676,335 

Share Premium Account. 

Excess Profits Tax Post War Refund . 

Profits less Losses on Sales of Properties (including £16,473 
realised during year) . 

530,524 

82,947 

78,800 

692,271 

REVENUE RESERVES- 




1,778,200 

127,000 

80,000 

460,000 

128,208 

2,573,408 

Gencral Reserve . .. 

Reserve to meet possible future depreciation in Stock values ... 

Contingencies Reserve . 

Reserve for Future Staff Pensions . 

Reserve for Future Income Tax on Profits earned during two 

years to 1st May, 1948 . 

Profit and Loss Account—Balance after providing for proposed 
dividends. 

1,878,290 

100,000 

127,000 

140,000 

588,600 

128,213 

2,962,103 



8,367,904 

PROVISION FOR DEFERRED REPAIRS- 


8,772,535 

191,885 

Balance as at 28th April, 1947 . 

Less Expended during the year . 

191,885 

39,116 

152,769 


CURRENT LIABILITIES- 



1,176,582 

240,229 

41,023 

93,775 

1,551,609 

Creditors (including Excess Profits Tax and Profits Tax) and 

Accrued Expenses . 

Amounts owing to Subsidiaries {less dividends sincx' declared) 
Accrued Dividends {less Income Tit\) on Cumulative Preference 

Stock . 

Proposed Final Dividend {less Income Tax) on Ordinary Slock 

1,605,900 

261,726 

41,023 

93,775 

2,005,424 



110,111,488 



£10,930,728 


Report of tfie Auditors to the Members of The 
We have obtained all the information and explanations which to the best of our knowledge and belief were necessary for 
examination of those hooks. We have examined the above Balance Sheet and annexed Profit and Loss Account which are in 
us, the said accounts give the information required by the Companies Aa, 1948, in the manner so required and the Balance Sheet 
a true and fair view of the profit for the year ended on that date. 

W'e have also examined the annexed Consolidated Balance Sheet and Consolidated Profit and Loss Account of the Company 
Subject to the foregoing, in our opinion such Consolidated Balance Sheet and Consolidated Profit and Account 
respectively of the state of affairs and of the profit of The International 'I'ea Company’s Stores, Ltd., and its Subsidiaries dealt with 
to the fact that accounts of some of the Subsidiaries are made up to different dates and cover different periods from those of Tihe 
5, I^NDON Wall Buildings, Finsbury Circus, London, E.C.2. 

Mth Augwt, 1948. 
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COMPANY’S STORES, UMITED 
Ist MAY, 1948 


1947 


FIXED ASSETS- 

2,SJ3,m Freehold Properties, at cost . 2,602,785 

90,000 Lesi Depreciation to Ist May, 1948 . 125.981 

2,423,460 2,476,804 

234,510 Leasehold Properties at cost less Depreciation . 242,900 

154,435 Fixtures, Fittings, Plant and Machinery at cost less Depreciation 184,107 

29,521 Motor Vehicles, at cost^/e« Depreciation . 36,792 

2,341,926 - 

SUBSIDIARIES- 

3,013,470 Shareholdings at cost . 3,315,620 

lOOfiOO Debentures at cost. 100,000 

Amounts owing on Current Account (including Dividends since 

453,888 - declared). 544,463 

3, 586,858 - 

6,408,784 

CURRENT ASSETS- 

1,206,115 Stock in Trade at or below cost. 1,747,981 

Si4,ilS Debtors and Prepaid Expenses . 728,569 

988,760 British Government Securities . 587,939 

I (Market value j^609,020) 

348,200 Tax Reserve Certificates . 512,675 

610,014 Balances at Bank and Cash in Hand . 452,878 

3,702,704 - 


£ 


2,940,603 


3.960,083 

6,900,686 


4,030.042 


NOTE :—Credit has been taken above for post-war refunds of 
Excess Profits Tax received, less proportion thereof paid to 
subsidiaries, all of which has alrrady been expended in the 
development and re-equipment of the business. 

No credit has been taken for the balance of refunds due to 
the Group, estimated to amount approximately to £40,000 
affSr deduction of Income Tax at 9/- in the £. 


On behalf of the Board, 

GUY COLLIER, Managing Dirutor. 
F. WILSON, Director. 

F. E. HAWKINS, Secretary. 


£10,111,488 


£10,930,728 


iNTBRNATtONAL TbA COMPANY'S StORBS, LIMITED. 

the purposes of our audit. In our opinion proper books of account hkvc been kept by the company so far as appears from our 
agreement with the books of account. In our opinion aiid to the best of our information and accordinx to the explanations given 
gives a true and-fair view of the state of the Company’s afCiin as at the 1st May, 1948, and the Profit and Loss Account gives 

and its lubaidiaries dealt with thereby with the audited accounts of those companies certain of which have not been audited by us. 
have been properly prepared in accordance with the provisions of the Companies Act, 1949, so as to give a true and fair view 
thereby so tar as concerns members of The International Tea Company's Stores, Ltd., and ao far as is practicable having regard 
International Tea Company’s Stores, Ltd. 


DELOITTE, PLENDER, GRIFFITHS afCo.,\- 
Chartered Aceounttmts 
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YELLOW EXPRESS 


Bolonce Sheet of the Company end Conioiidoted 
at 30th June, 1948 (including 


FUNDS EMPLOYED 

1947 


I 1,48 1 

Company 

Compopy 

ITEM 

Company 

Company 

only 

Subsidiaries 


only 

Subsidiones 

£ 

£ 

CURRENT LIABILITIES: 

£ 

£ 

?8,870 

28,870 

Nationol Bonk ol Austrolosio Limited . , 

55,263 

55,263 

13,324 

13,324 

Trade Creditors. 

15,475 

15,475 

19,365 

21,876 

Provision for Toxotiori . 

10,594 

13,722 

4,903 

5.635 

Other Liobilities . 

4,163 

5,221 

66,462 

69,705 


85.495 

89,681 

8,712 

8,71? 

PROPOSED FINAL DIVIDEND 

8,711 

8,711 

75,174 

78,4)7 


94,206 

98,392 



SHAREHOLDERS' FUNDS: 





Authorised Capital of Yellow Express Corners Limited 



251,100 

251,100 

502,200 Shares of 10/- eoch . 

251,100 

251,100 

217,788 

217.788 

497,800 Shares of 8/9 eoch . 

217,788 

217.711 

468,888 

468,888 


468,888 

468,888 



Unollotted Capitol. 



251,100 

251,100 

502,200 Shares of 10/- each .. 

251,100 

251,100 

217,788 

217,788 

Subscribed Capital fully paid in money 

217.788 

217,788 

2,450 

2,450 

Reserve for Contingencies. 

2.450 

2,450 



Profit and Loss Appropriation Account (ofter providing for 



40,276 

42,100 

proposed Finol Dividend I. 

52.036 

53,860 

260,514 

262,338 


272,274 

274,098 

12,107 

12,107 

Deficiency on Property Reolisotion 

12,107 

12,107 

248.407 

250.231 


' 260,167 

261,991 

£323,581 

j £328,648 

TOTAL FUNDS EMPLOYED . 

£354,373 

£360,313 
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CARRIERS LIMITED 


(once Sheet of the Compony end iti Subiidieriei 
»poted Finel Dividend). 


ASSETS 

1 1947 


1 1948 

Company 

Compony 

ITEM 

Company 

Company 

only 

Subsidiaries 


only 

Subsidiaries 

£ 

£ 

CURRENT ASSETS: 

£ 

£ 

272 

352 

Cash on Hand. 

309 

409 

59,221 

59,221 

Trode Debtors (less provision for Bod Debts). 

71,136 

71,136 

4,263 

5,305 

Other Debtors. 

2,959 

3,594 

4,227 

4,712 

Insurances, Licences, etc, poid in odvonce. 

4,440 

4,925 

10,899 

11,351 

Moteriols and Supplies (at or below cost). 

16,102 

16,695 

1,067 

1,067 

Shares in non-Subsidiary Compony lot cost). 

1,067 

1,067 

79,949 

82,008 


96,013 

97,826 



FIXED AND INTANGIBLE ASSETS: 



130,373 

130,373 

Lond and Buildings (at cost, less Depreciation). 

128,832 

128,832 



Motor Trucks, Cors ond Trailers, etc (at cost, less 



73,843 

77,945 

Depreciotion). 

85,114 

90,701 



Sundry Plont, Machinery, Furniture (ot or below cost, less 



8,912 

9,845 

Depreciation). . 

9,784 

11,378 

14,715 

16,427 

Tyres on Vehicles ond m Stock (ot Voluotion). 

17,718 

19,589 

10 

- 

Shares in Subsidiary Compomes (at cost). 

10 

— 

15,779 

- 

Advances to Subsidiory Compomes (at cost) 

16,902 

- 


12,050 

Goodwill (ot cost) . . 


12,050 

243,632 

246,640 


258,360 

262,557 

£323,58) 

£328,648 

TOTAL ASSETS. 

£354,373 

£360,381 
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YELLOW EXPRESS CARRIERS LIMITED 

Stotament of tlif Profit ond Lon Account of the Compony ond of tho Consolidoted Profit ond 
ion Accounts of tho Compony ond its Subsidiorios for the yeor ended 30th Junei 1948. 


1947 

ITEM 

1948 

Compony 

only 

Compony 

and 

Subsidiaries 

Compony 

only 

Compony 

and 

Subsidiaries 


m/am 


£ 


■■■ 

■H 

Profit from Transport ond Storoge Operotions before chorging 





Depreciation. 

52,394 


maam 

BBS 

Depreciation of Fixed Assets. 

26,440 

MMM 

37,575 

49,127 


25,954 

40,412 



Income from Subsidiary Componies. 



1,047 

— * 

Interest . 

1,261 

— 

1,460 

— 1 

Rent. 

1,460 

— 

6,570 

— 

Dividends... 

8,624 

— 

576 

576 

Other Dividends and Rents. 

708 

708 

47,228 

49,703 

Total Income .. . 

38,007 

41,120 


1 

Deductions from Income 



1,250 

1,250 , 

Directors' Fees . . ... 

1,250 

1,250 

119 

119 

Interest on Bonk Overdroft . ... 

578 

578 

19,030 

21,541 

Provision for Income Toxes. 

10.594 

13,707 

20,399 

22,910 

Total Ooductions . 

12,422 

15,535 

£26,829 

*£26,793 

Net Profit transferred to Appropriotion Account . ... 

£25,585 

£25.585 


Stotement of the Profit ond Lois Appropriotion Account of the Compony ond of the Consolidoted 
Profit ond Loss Appropriotion Accounts of the Compony ond its Subsidiories for the yeor ended 

30th June, 1948. 


1 947 


1 948 

Company 

only 

Compony 

and 

Subsidiaries 

ITEM 

Compony 

only 

Compony 

and 

1 Subsidiaries 

£ 

■RMi 



■KM 

30.701 


Balance brought forword from Previous Year . 



169 

mm 

Taxation over-provided in respect of Previous Yeor. 

noon 

WESm 

30.870 

32,730 

Adiusted Boicnee brought forword . 

43,874 

45,698 

26,829 

26,793 

Net Profit for Current Yeor os per Stotement of Profit and Loss 

25,585 

25,585 

57,699 

59,523 

Totol ovoileble for Dividend . 

69,459 

71.283 

8,712 

8,712 

Interim Dividend of 4%. 

Proposed Final Dividend of 4%, moking a totol of 8% for 

8,712 

8,712 

8,711 

8,711 

the yeor. 

8,711 

8.711 

17.423 

17,423 

Totel Dividends. 

17,423 

17,423 

£40,276 

£42,100 

Bolonce carried forword to next Finonsiol Yeor. 

£52,036 

£53,860 

















































































VS.W'r ■SJt^ORSTED -K4IUI-S 
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JANTZEN (AUSTRALIA) LIMITED 

^aiance ^etU at Sut tJlaitcA. 

Showing corresponding figures at 31st March, 1947 


1M7 

£ 

26.365 

9.966 

23,582 


61,015 

31,000 


I94Q 

Cuvwit UsbUlllwi f 

Bank Overdraft (Secured) 124.5CM 

Aocounto Payable . 29.073 

Accrued Expenses and Provision for lixxime 

Tax.2M69 

Provision for Dividends Payabte>- 
First Preference Shares 562 

Second Preference Shares . 521 

Ordinary Shares (Subject to confir¬ 
mation by shareholdor.i) 4,900 j,883 


General Reearve (Used in the business) 
Capital and Surplus— 

Authorised Capital 
35.000 9% Cumulative First Hioku 

enoe Shares 15.000 

100.000 5% Cumulative Second Pro 

ference Shares 100.000 

115.000 Ordinary Shares 115.000 


250.000 


£250,000 


Issued Capital 

25.000 0% Cumulative First Piefercnre Shares 
50.000 5% Cumulative Second Preference 
Shares . 

53.333 Ordinary Shares 


10.241 Profit and Loss Surplus 



1947 

i 

255 


163.029 
19 000 


Current 

Cash on Hand . 

Trade Debtors, less Provision for Bad Debts 

and Discounts . . 

Deposits . . 

Inventories, as coriified by the Company s 
Offioalh, at lowf-r of Cost or Market Vahie 
Deferred Charqes 


Fixed Assets, .i Cost less I p pieciau^n— 
l^nd and Buildings 
Machinery ano Lquipmeni 
Office Equipment aiid Moior Vehicles 


10 000 Patents. Trade Marks, etc. 


40.380 

140 


43 575 
28,1.64 
10 458 

- 82.797 

' 0,000 


134 880 

lS09 £229.96(> 


W A FREFMAN 
I N WAUEfi 


} 


Directors 


and llou l/ur/dui 
(Jtr %ar ended ?/*/ - HareM. /SM 


1947 194? 

£ i 1 

9,444 Surplus at 31st March. 1947 10.241 

Laaa : 

0% Dividend on Paid-up Ordinaly SIium-, 

4.800 paid m July. 1947 4,800 

4.644 5,441 

Cross Manulaclui inq Piofit for year end'-d 
107,298 list March. 1948 1.33,>I44 

Dwlucl . 

Cxjpenses of Oporatrona, uicluding Provision 
94,996 for income Taxes and Direclors’Fees (£500) Il(,5'»4 

12,302 Net Profit foi the Yeat It rbO 


Deduct 

Contribution to Surtu annua lion Trust 


1.435 Fund . . 11.194 

2,500 Transfer to Genera! Reserve 4.500 

ProvLsion for — 

9“„ Dividemd on Cuniiilr.tive Fust 
Preference Shares (of which 
£1,688 was paid prior to 31st 
2,250 March. 1948) . . 2.250 

5®.„ Dividend on Cumulative Second 
Preierenco .Shares (of which 
£1,919 was paia prior to 31st 

531) March, 1948). 2,500 

9% Dividend on Ordinary Shares 
(recommended by Directors but 
subject to confirmation by sliato 
— holdeis) . 4,800 

6,705 ' 15.244 


■ '/ttdt/or% '/A‘rfwef 

We report to the Shareholders of Janteen (^..^iltalia) 
Limifed that we have examined the above Balance Sheet 
with the Books of the Comjoany and, having obtained all 
the information and explanations we have required, we are 
of opinion Uiat such Balance Sheet is properly drawn up so 
as to exhibit a true and correct view of the stale of the Com¬ 
pany's affairs according to the best of our information and 
the explanations given to us and as shown by the Books of 
the Company 

Vl'e also report fhal the Register of Members and other 
records which the Company is required to keep by the 
Now South Wales Companies Act 1S36. or by its Articles, 
havr- been kepi in a proper manner 


iSiqned) FLACK & FLACK, 
Chatltied Acrpuntanls (Aiwira'i..) 


bih July 1948 


Surplus at 31st Mai ch 1948 


I.I06 

£6,547 
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JANTZEN (AUSTRALIA) LIMITED 
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JANTZEN (AUSTRALIA) LIMITED 



for the year ended 31 st March, 1948 


£ £ 

INCOME: 

We received income from the sale of our products of. . . 401,834 
We received other income, such as discounts, royalties etc., 


of , . . .2,109 

Which gave us a total income of. 403,943 

OUTGO: 


For materials and supplies used m our manufacturing . . 152,297 

For expenses (other than depreciation and wages) including 
factory, warehouse and shipping, selling and administration 

expenses,-and taxes.97,196 

For depreciation, representing an allowance which has 
been laid aside to replace buildings and equipment as those 
things wear out . . . 7,582 


Total materials, manufacturing and distribution costs- 

and taxes , . 257,075 


THIS LEFT AVAILABLE FOR EMPLOYEES. SHAREHOLDERS 

AND FUTURE NEEDS. £146,868 


Which was divided as follows: 

For wages, salaries, sales commissions and contribution to 
Staff Superannuation Scheme , . , , 131,712 

For dividends to shareholders . 9,550 

Retained to promote growth and modernization of the 
business . ... .5,606 
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JANTZEN (AUSTRALIA) LIMITED 



alamie 


<5*0 <.>C> 


ASSETS . . . What We Own 

£ 

Cash on Hand: This amount is the total of various petty cash and stamp 
funds. 288 

Accounts Receivable : Total owed us by our customers for merchandise 
less estimated amounts which we may not be able to collect, together 
with amounts due by salesmen, agents, and sundry debtors . . . 40,380 

Sundry Deposits: This is the total of a number of small deposits lodged 

with suppliers. 140 

Inventories : This is the value of raw materials, garments in work and 

finished products on hand or in transit at the close of the year . . . 224,042 

Deferred Charges: In the operation of the business, services such as 
insurance, fates and taxes are paid in advance. This amount will be 
used during the ensuing year. 162 

Land, Plant and Equipment - Depreciated Cost: This is the amount we 
paid for our land, buildings, machinery and equipment, less an 
estimated allowance for loss m value because they are gradually 
wearing out and becoming obsolete. 82,797 

Patents, Trade Marks, etc.: When this Company commenced opera¬ 
tions in 1928 the sum of £15,000 was paid to the Jantzen Knitting 
Mills Inc., U.S.A., by the issue of 15,000 ordinary shares of £1 each 
fully paid. In return an agreement was made transferring to our 
company certain patents and trade marks and giving an undertaking 
to supply us in perpetuity with technical, styling and advertising infor¬ 
mation. In subsequent years an amount of £5,000 was written off by 
appropriation of profit. The Company’s Directors consider the value 
of this asset is conservatively stated at ..10,000 


£357,809 
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JANTZEN (AUSTRALIA) LIMITED 

Listing what we own, what we owe, and what we were worth 
at the dose of our finandal year, 31st March, 1948. 

LIABILITIES . . . What We Owe 

£ 

Bank Overdraft (Secured) : This represents money borrowed from the 

bank for the purpose of carrying on our operations. 124,504 

Accounts Payable : Amounts we owe for the purchase of manufacturing 
materials, supplies and services, together with sundry amounts due 
to associated companies and others. 29,073 

Miscellaneous Accruals : This represents an amount set aside for sick and 
holiday pay, together with estimates of other expenses incurred 
but not paid at 31st March. 1948 . 3,405 

Provision for Taxes : This represents the estimated amounts due to the 

Australian and New Zealand Governments for income taxes .... 21,064 

Provision for Dividends Payable : This is the further amount we expect to 
pay to shareholders for dividends out of profits for this last financial 
year. 5.883 

Capital, General Reserve and Surplus : This represents the investment 

in the business by 174 shareholders . 173,880 


£357,809 
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EXAMINATION QUESTIONS. 

Question 1. 

What do you understand to be the distmrtion between “ a reser\’e,** “ a 
reserve fund ” and “ a provision ? 

Give two examples of each. 

{Commonwealth Institute of Accountavts.) 


Question 2. 

The directors of a limited company {not a holding company) have asked 
you to prepcue a skeleton balance sheet for the company's use in such a 
form as— 

(a) To comply with the requirements of the Companies Act in your 
State, and 

(b) To conform to the best standards of presentation of compames* 
accounts. 

Set up the skeleton form you would recommend indicating by means of an 
asterisk against the items concerned, those items (if any) which are required 
by law to be separately shown. 

{Commonwealth Institute oj Accountants.) 


Question 3. 

Criticise and redraw the following Balance Sheet. 

BALANCE SHEET. 
Liabilities. 


Capital Authorised ... 

Capital Issued : 

Preference 

Ordinary 

Reserve Funds : 

General ... 

Against Doubtful Debts 


Creditors : 

Trade 

Dividends not claimed 

Amount received on Forfeited Shares 

Profit and Loss Account; 

Balance brought forward from last year (less 
interim dividends for half year £2,500) 

Profit for year ... . 

Premium on shares issued during year 


£ 100.000 


29.000 

52,000 

81,000 

6.000 

500 

5,500 

32,000 

20 

220 

32.24U 

60 

4,096 

1,200 


5,356 


4.500 

856 


£119.596 


Less Dividend on Preference shares 

for second half year •«. 500 

Proposed dividend on Ordinary ... 4,000 
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Aflseto. 


Machinery, Plant and Goodwill at cost as at last 

year . 

Lera depreciation of Machineiy, etc.. 5% 

66,000 

1,000 


Add appreciation in Goodwill . 

66,000 

900 

55,900 

Debtors: 

Trade . 

Uncalled Capital .21,000 

Lera proposed Ordinary Dividend 4,000 

44,320 

17.000 

17,000 

61,320 

2,156 

220 

Gash at Bank and in hand . 

Expenses paid in advance . 




£119,696 


{Tht Australasian Institute of Secretaries:] 


Question 4. 

Give a brief explanation of each of the following terms :— 

(a) Current assets 

(b) Fixed assets 

(c) Intangible assets 

illustrating with two examples in each case. 


Question 6. 

Wliat do you understand by the following terms:— 

(a) Long-term liabilities. 

(b) Current liabilities. 

(c) Shareholders* Funds ? 

Illustrate your answer by reference to particular items. 


Question 6. 

What are the statutory provisions of the Companies Act of your State^ 
relative to the showing of Reserve Funds in a balance sheet ? 


Question 7. 

Briefly set out those items which the Companies Act of your State requires 
to be shown under separate headings in a balance sheet. 



CHAPTER 5. 


ALTERATION OF SHARE CAPITAL OF COMPANIES. 

Synopsis. 


Page. 

STATUTORY PROVISIONS .124 

INCREASE OF CAPITAL.126 

CONSOLIDATION AND SUBDIVISION OF SHARES .. 126 

REDUCTION OF CAPITAL.126 


Cancelling Unallotted Shares. 

Reducing Uncalled Capital. 

Refunding Paid-up Capital. 

Writing Off Lost Capital. 

Entries in Books on Reduction of Capital. 

Illustrative Example 1. 

Illustrative Example 2. 

Illustrative Example 3. 

EXAMINATION QUESTIONS.140 


Statutory Provisions: 

A company having a‘share capital may alter the provisions of 
its Memorandum of Association in order to :— 

1. Increase its share capital by the creation of new shares, 

2. Consolidate and divide all or any of its shares into shares 
of larger amount, e.g., 1,000 shares of £1 each may be 
consolidated into 500 shares of £2 each, 

3. Convert all or any of its fully paid shares into stock. This 
would be a rare occurrence, since very few companies in 
Australia have issued stock, 

4. Subdivide all or any of its shares into shares of smaller 
amount than that fixed by the Memorandum of Association, 
e.g., 1,000 shares of £5 each may be altered to 5,000 shares 
of £1 each, 

5. Keduce its share capital. Some modes of reduction are 
‘"true” reductions within the meaning of the Companies 
Acts, others are not, e.g., cancelling shares which have not 
been taken up or which have been forfeited. See provisions 
relating to reduction of capital, which follow. 

In order that the above-mentioned alterations may be made, it 
is necessary in all States that the Articles of Association permit 
of this procedure. Where this is not the case, the Articles as 
originally framed must first be altered by special resolution of the 
shareholders. 
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Increase of Capital. 

As stated previously, a company may alter its Memorandum of 
Association in order to increase its share capital. The efiect of 
such alteration would be to increase the amount of both Authorised 
or Nominal Capital and Unallotted Shares. The entries in the 
books of account are the same as for original capital, e.g., 




Journal. 


Unallotted Shares. 

Authorised Capital 

For increase of Authorised Capital by 20,000 shares 
of £1 each as per resolution of shareholders 
dated. 


20,000 

20,000 


Consolidation and Subdivision of Shares. 

No entries would be made in the financial books where shares are 
consolidated into shares of larger or smaller amounts than originally 
existed. Adjustments would, however, be made in the Register 
of Members, 


REDUCTION OF CAPITAL. 

As indicated above there are legally two types of reduction of 
capital permitted by the Companies Acts. 

The first is a cancellation of shares which have not been taken 
up or which have been forfeited. The Companies Acts provide 
that this method is not a reduction of capital within the meaning 
of the Act, and the effect of this proviso is that neither the consent 
of the court nor the consideration of the interests of creditors 
is required. 

The second type of reduction, considered from the legal aspect, 
does constitute a reduction of capital within the meaning of the 
Companies Acts and the following provisions are made :— 

A company may, if authorised by its Articles of Association, 
by special resolution reduce its share capital in any way and in 
particular may :— 

(a) extinguish or reduce the liability of its members in respect 
of uncalled capital; or 

(b) either with or without extinguishing or reducing the lia¬ 
bility on any of its shares, return to the shareholders any 
paid-up capital which may be in excess of the wants of 
the company ; or 

(c) either with or without extinguishing or reducing the lia¬ 
bility on any of its shares, cancel any paid-up capital 
which has been lost or which is not represented by available 
assets. 

Where the existent Articles of the company do not give any 
authority to reduce capital, it becomes necessary to pass a special 
resolution to alter them. A further special resolution is then 
required to bring about the proposed reduction. 
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The usual methods of reducing capital may be summarised 
thus:— 

1. By cancelling unallotted shares. 

2. By reducing uncalled capital. 

3. By refunding to shareholders paid-up capital which is in 
excess of the company’s needs. 

4. By writing off lost capital. 

It should be noted that in the event of any proposed reduction 
in terms of methods 2, 3 and 4 above, any person who is a 
creditor of the company at a date fixed by the Court, is entitled 
to object to the reduction. 

Briefly the position is that before capital may be altered by 
reducing uncalled capital or by returning paid up capital, or by 
writing off lost capital, the Court’s sanction must be obtained. 
Furthermore in such cases it is provided that the words “ and reduced ” 
may he added to the company's name for such period as the Court 
determines. It should be apparent that modes of reduction 2 and 3 
diminish the funds which are available to meet the claims of 
creditors. Consequently the law is designed to protect creditors 
and ensure that their interests \^'ill not be prejudiced. 

Method 1 does not in any way affect the rights of creditors and 
hence does not require the sanction of the Court. 

It is now proposed to take each of the methods stated above 
and outline the accounting necessary in respect of each. 

I. Cancelling Unallotted Shares. 

All that is necessary in this case is the passing of a special resolu¬ 
tion by the members. 

Suppose it was resolved to cancel 20,000 unallotted ordinary 
shares of £1 each. The following Journal entry would be passed :— 

Authorised Capital ... ... ... ... ... 20,000 

Unallotted Ordinary Shares ... ... 20,000 

Being 20,000 ordinary shares cancelled per re- 

solution of members dated 20th February, 1948. 

Vide Minute Book folio 32. 


2. Reducing Uncalled Capital. 

This form of reduction benefits the shareholders inasmuch as 
they will not be called upon to pay for their shares in full. 

Assuming that it was resolved to reduce Uncalled Capital by 
5/- per share on 20,000 ordinary shares of £1 each paid to 12/6 each 
the Journal entry would be :— 

Authorised Capital. 

-- Uncalled Ordinary Capital 
Being reduction of uncalled capital of 6/- per 
share on 20,000 Ordinary Shares as per resolution 
of members. Vide Minute Book folio 32. 

It should be observed that where a company resolves to reduce 
its paid-up capital, this does not mean that uncalled capital is to he 
reduced also. 


5,000 

5,000 
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Uncalled capital should not be reduced unless this is clearly 
directed or indicated. 


3. Refunding Paid-up Capital. 

It may happen that a company which has called up the whole 
of its share'Capital subsequently finds that owing to certain cir¬ 
cumstances it cannot profitably employ all the capital received. 
Where such is the case it may be decided to return excess capital 
to the shareholders. 

Should the company envisage delay or objections from the 
creditors it may adopt the procedure of paying off all its creditors 
as a preliminary. 

Suppose a company resolves to return 5/- per share to its members 
who hold 20,000 Ordinary Shares fully paid. The following Journal 
entry would be passed :— 

Authorised Capital ... ... ... ... ... 5,000 

Shareholders Distribution ... ... 5,000 

Being 5/- per share on 20,000 ordinary shares 
returned to Shareholders as per special resolution 
dated 12th February, 1948. Vide Minute Book 
folio .33. 


When the actual payment is made a credit entry is made in the 
Cash Book and posted to the debit of Shareholders Distribution 
Account. In practice a separate bank account may be opened 
and separate cheques drawn thereon for each shareholder. 

4. Writing Off Lost Capital. 

Due to a series of bad trading years a company may have accumu¬ 
lated losses which have been carried forward and shown to the debit 
of Profit and Loss Appropriation Account. Furthermore, capital 
losses may arise due to the fact that certain assets may be actually 
worth much less than their book values. In the case of a sole trader 
or partnership these losses would have been charged to the pro¬ 
prietors’ capital account thereby reducing such capital. 

In the case of a company such losses may also be written oflf 
against capital. The company would decide the amount per share 
which can be written off in order that the resultant “ profit ” 
approximates the amount of the total losses. 

The amount of the reduction is debited to Authorised Capital and 
credited to Capital Reduction Account. The latter account is 
then debited and the various assets and/or Profit and Loss Appro¬ 
priation Account credited. 

Assume that a company had carried forward a debit balance in 
Appropriation Account of £9,500 and that the asset Plant and 
Machinery was over-valued in the books by £3,500. The necessary 
entri(}s would be :— 
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Authorised Capital. 

Capitid Beduction . 

Being reduction of capital of.per share 

on.shares per resolution dated. 


Capital Reduction. 

Profit and Loss Appropriation. 

Plant and Machinery . 

Being reduction of capital applied to writing off 
losses. 


13,000 


13,000 


13,000 


9.500 

3.500 


It is apparent that losses of this nature are virtually losses in 
respect of paid-up capital and thus to carry out any such scheme 
of reduction must result in reducing the paid-up capital. 

As a general rule the nominal value of Unallotted Shares is 
reduced at the same time in order to bring all shares to the same 
nominal value. If this is not done the shares would require to be 
stated in the Balance Sheet at two nominal values. 

Examination students should only reduce unallotted shares 
where this is directed or the question infers that all shares are to be 
reduced. 

Where shares have been forfeited the amount gained thereb}^ 
being cash received from the owners of the forfeited shares and 
represented by Forfeited Shares Reserve, is usually transferred 
to the credit of Capital Reduction Account and thus made available 
to write ofiF part of any losses. 

It must also be appreciated that any reduction in the amount of 
Authorised Capital other than by reducing Unallotted Shares and 
Uncalled Capital must always result in reducing the paid-up capital. 
This is so because the paid-up capital is ascertained by deducting 
from Authorised Capital the balance of Unallotted Shares and 
Uncalled Capital Accounts. 

The following chart summarises the accounting necessary in 
reducing a company’s capital:— 


Reduction of Capital. 


Mode of Reduction, 

Necessary Entries. 

1. CanceDine unallotloiL^ares. 

Debit Authorised Capital. 

Credit Unallotted Shares. 

2. Reducing uncalled capital. 

Debit Authorised Capital. 

Credit Uncalled Capital. 

3. Refunding paid-up capital which 
is in excess of requirements. 

Debit Authorised Capital. . 

Credit Shareholders Distribution 
and then:— 

Debit Shareholders Distribution. 
Credit the Cash Book. 

4. Writing off lost capital. 

Debit Authorised Capital. 

Credit Capital Koductioii. 

and thou :— 

Debit (''apital Reduction. 

Credit Profit and Loss Appropria¬ 
tion or Asset Accounts to be 
written down. 
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In actual practice it frequently happens that the capital of a 
company is reduced in several ways by employing concurrently 
a combination of the four methods described in this chapter. 

It is suggested that in problems necessitating reduction of capital 
student readers should firstly set out the company's capital both before 
and after reduction. This unit obviate making errors. 

The following example illustrates how this is done :— 

^ Illustrative Example 1. 

The Authorised Capital of a company consisted of 100,000 shares 
of £1 each. 50,000 shares bad been issued and these were called 
up to 15/- per share. There were calls in arrcar at 5/- per share on 
8,000 shares. 

It was resolved to forfeit and cancel the 8,000 shares on which 
calls are in arrears, reduce the paid-up capital to 7/6 per share, 
and reduce the nominal value on all shares to 10/- each. The 
amount made available by reduction of capital was to be used to 
write off a debit balance in the Profit and Loss Appropriation 
Account. 

The first step is to set out the capital before and after reduction ;— 


Capital. 

Before Reduction. 

After Rodiietion. 

Authorised Capital 

Unallotted Shares 

Subscribed Capital 

Less Uncalled Capital... 

Called-up Capital 

Less Calls in Arrears ... 

£ 

100,000 £1 = 100,000 
50,000 @ £1 50,000 

£ 

92,000 @ 10s. =40,000 
50,000 @ 10s. = 25,000 

50,000 @ £1 === 5C,000 
50,000 @ 58. = 12.500 

42,000 @ 1 Os. =21,000 
42,000 @ 2s. 6(l.= 6,260 

50,000 © 15s.= 37,500 
S.OOO (w 5s. — 3,000 

42,000 @ 7s. 6d.= 15,750 

£35,500 

£15,750 




It will be observed that 10/- per share must be written off the 
Authorised Capital (after cancelling 8,000 shares) 7/6 per share 
off the paid-up capital, and 2/6 per sjiare off the Uncalled Capital. 

Although there is no specific direction to reduce Uncalled Capital 
in this case, it is obvious that it is necessary to do so for the following 
reason. 

Since the nominal value of allotted shares may only be reduced 
either by :— 

(a) crediting, to Capital Reduction the amount by which the 
Paid-up capital is to be reduced, or 

i(b) crediting Uncalled Capital by the amount Uncalled Capital 
is to be-reduced, 

it follows that in this case. Uncalled Capital must be credited with 
2/6 per share on the allotted shares, because the nominal value of 
the shares is to be reduced by 10/- and the paid-up value by only 
7/6. Therefore the remaining reduction of 2/6 can only .be*effected 
by reducing the Uncalled Capital on such shares. 
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An alternative method of setting out the capital of the company 
before and after reduction is as follows :— 

Calls in 

Authorised Unallotted Uncalled Arrear Paid-up 


Before Ke<luctioii — 

After Reduction— 

£100,000 

£50,000 

£12,500 

£2,000 

£35,500 

Forfeiting 8,000 Shares 


8,000 

2,000 

2,000 

4,000 


100,000 

58,000 

10,500 

__ 

31,500 

Cancelling 8,000 Shares 

8,000 

8,000 

—- 

.... 

— 


02,000 

.■'>0,000 

J0,.50(» 


,31,500 

Reducing nominal value 
of shares by 10/- 
Reducing unallotted 

46,000 



- 


shares by 10/- 
Reducing uncalled Cap¬ 
ital by 2/6 

Reducing Paid-up Cap¬ 


25,000 

5,250 

— 


ital by 7/6 



— 


15,75(^ 


£46,000 

£25,000 

£5,250 


£15,750 

The Journal entries 

for the i 

ibovo trans;i(*tions 

w oukl 

be as 


follow:— 

Journal. 


Unallotted Shares 

Call . . . 

Uncalled (’apital 
Forfeited Shares Hoservc 

For 8,000 Shares of £1 each forfeited for uon-})ay 
Call of 5/- per Share as j)er Minute Book folio— 


Authorised Capital 
Unallotted Shares 

For Cancellation of 8,000 Shan*s <)f 
Book folio— 

Authorised Capital 
Uncalled Capital 

For reduction of uncalled Capital 
Shares as per Minute Book folio- 

Authorised Capital 
Unallotted Shares 

For reduction of 10/- per Share on .1 
Minute Book folio . . 

Authorised Capital 
Capital Reduction . . 

For reduction of 7/6 per Share on 
Minute Book folio— 

Forfeited Shares Reserve 
Capital Reduction . . 

For balance transferred 


£ I as per 


Note : 

The gain on forfeiture may be transferred to Capital Reduction Account, 
the balance of which may then be used to write ofF accumulated losses, or write 
down assets, as desired. 
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Where there are different classes of shares care must be taken 
to treat each class of share separately. 

The following example illustrates a combination of the various 
modes of reduction :— 



Illustrative Example 2. 

/ The following was the Balance Sheet of the T 3 rre Company Ltd., 
as at 31st December, 1948. 


Shareholdera* Funds, £25,800 

Authorised Capital:— 

100,000 Shares of 
£1 each 100,000 

Less Unallotted 
Shares 20,000 of 
£1 each 20,000 


Issued Capital 80,000 

Less Uncalled 
Capital 40,000 


Called-up Capital 40,000 
Less Call-in arrear 
(2/- per share on ^ 

2,000 shares) 200 


I Fixed Assets, £33,000 

Freehold Land and 


Buildings at cost 

16,000 


Plant and Machin¬ 
ery at cost 

18,000 


Current Assets 

33,000 

13,000 

Sundry Debtors 

5,000 


Bills Receivable 

1,000 


Stock at Valuation 

7,000 


Intangibles 

13,000 

1,500 

Goodwill 

1,500 



Paid-up Capital (in 

Cash) 39,800 

Less Profit & Loss 

Balance 14,000 ^ 


25,800 

Cun-ent Liabilities 21,700 

Sundry Creditors 10,600 
Bills Payable 2,000 

Other Liabilities 0,200 


21,700 


£47,600 

(Contingent liability on Bills Discounted £500.) 


£47,500 


A succession of losses having been incurred by the company, 
the directors recommended to a meeting of shareholders, duly 
convened, that the following proposals be adopted:— 

(1) Forfeit and cancel the 2,000 shares on which the call is 
outstanding. 

(2) Cancel all unallotted shares. 

(3) Write off 6/- per share from the Paid-up Capital. 

(4) Reduce the liability of shareholders in respect of Uncalled 
Capital by 6/- per share. 

(5) Write off the following—^£1,000 of Sundry Debtors (bad), 
£2,000 off Land and Buildings, £2,000 off Plant and Machin¬ 
ery. 


K 
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(^) Utilise the amount available through the reduction in 
making good the amounts Trritten off as above, any balance 
remaining to be used to wipe off the adverse I^fit and 
Loss Balance and in reduction of Goodwill. 

Assuming that the shareholders approved of the proposals and 
the Court also assented, show the necessary Journal and Ledger 
entries and state Balance Sheet after all transactions are completed 
on 15th January, 1949. 

Solution: 

First of all we will set out the capital of the company before and 
after the proposed reduction. 


Statement of Capital. 

Authorised Capital 

Leas Unallotted Shares 

Subscribed Capital 

Leaa Uncalled Capital 

Called-up Capital 

Leaa Calls in Arrears ... 

Before Reduction. 

After Reduction. 

£ 

100,000 @ £1 == 100,000 
20,000 @ £1 = 20,000 

£ 

78,000 @ 10/- = 39,000 

80,000 @ £1 = 80,000 
80,000 @108.== 40,000 

78,000 @ 10/- = 39,000 
78,000 @68. = 19,500 

80,000 @ 10s. = 40,000 
.2,000 @ 28. = 200 

78,000 @ 5b. = 19,500 

£39,800 

£19,500 





The first step is to forfeit.the shares on which calls were in arrears. 
This results in Unallotted Shares being increased from 20,000 to 
22 , 000 . 

We next proceed to cancel these and for that purpose debit 
Authorised Capital and credit Unallotted Shares Account. 

The paid-up capital is now £39,000 comprising 78,000 shares 
paid to 10/- each. We have to reduce the paid up capital by 
5/- per share. This means that the 78,000 shares are now reduced 
from £1 shares paid to 10/- to shares of 15/- each paid to 5/-. 
Authorised Capital therefore must be debited with the equivalent 
of 5/- per share and the gain thereby made transferred to the credit 
of Capital Reduction Account, Up to this stage the amount 
uncalled remains at 10/- per share but we must now put through 
entries reducing this to 5/- per share in terms of the shareholders* 
resolution. This will further reduce the Authorised or Nominal 
Capital which from 78,000 shares of 15/- each paid to 5/- now be¬ 
comes 78,000 shares of 10/- each paid to 5/-. This is brought about 
by debiting Authorised Capital and crediting Uncalled Capital. 

Finally we transfer the capital profit gained on forfeiture of 
shares to the credit of Capital Reduction account and close this 
latter account by transferring to it the, various losses detailed in 
the question. 
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The entries in the books of account are as follow :— 
Journal of Tyre Company Ltd. 


1949 

Jan. 15 Unallotted Shares ... ... ... ... ... 2,000 

Call. 200 

Uncalled Capital ... ... ... ... 1,000 

Forfeited Shares Reserv^e ... ... 800 

Being 2,000 shares of £1 each forfeited in terms of 
shareholders’ resolution dated. 


Authorised Capital. 22,000 

Unallotted Shares ... ... ... 22,000 

Being, cancellation of 22,000 Unallotted Shares of 
£1 each 


Authorised Capital. ... 19,500 

Uncalled Capital ... ... ... ... 19,600 

Being 6/- per share written off Uncalled Capital 
on 78,000 shares. 


Forfeited Shares Reserve ... ... ... 800 

Capital Reduction ... ... ... 800 

Being amount gained on forfeiture transferred. 


Authorised Capital ... ... ... ... ... 19,500 

Capital Reduction ... ... ... 19,500 

Being 6/- per share written off the amount paid-up 
on 78,000 shares. 


Capital Reduction ... 

Sundry Debtors 
Land and Buildings 
Plant and Machinery 
Profit and Loss 
Goodwill 

Being application of amounts available through 
reduction of capital in terms of shareholders 
resolution dated. 


20,300 

1,000 

2,000 

2,000 

14,000 

1,300 


Unallotted Shares 
Uncalled Capital 
Capital Reduction 
Balance c/d 


Ledger. 

Authorised Capital. 


22,000 

19,500 

19,500 

39,000 


Balance 


£100,000 


100,000 


£ 100,000 


Balance b/d 


39,000 
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Unallotted Shares. 


Balance 

20,000 

Authorised Capital 

22,000 

Call Account 

200 

Uncalled Capital 

1,000 : 



Forfeited Shares Reserve 

800 




£22,000 

1 

£22,000 



Uncalled Capital. 


Balance 

40,000 

Unallotted Shares 
Authorised Capital 
Balance 

1,000 

19,500 

19,600 


£40,000 


£40,000 

Balance 

19,500 




Call 



Balance 

£200 ! 

Unallotted Shares 

£200 


Forfeited Shares Reserve. 


Capital Reduction 


£800 I Unallotted Sliares 


£800 


Capital Redaction. 


Sundry Debtors 

1,000 

Land and Buildings 

2,000 

Plant and Machinery 

2,000 

Profit and Loss 

14,000 

Goodwill 

1,300 


£20,300 


Forfeited Shares Reserve 800 

Authorised Capital 19,500 


£20,300 
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An additional example is now given illustrating reduction where 
the company’s capital consists of preference and ordinary shares. 


^^^Mus^trative Example 3. 


The following was the Balance Sheet of the Ajax Company Ltd. 

at 31st December, 1948 :— 




Shareholders' Funds £ 108,299 

Fixed Assets 


£7,940 

Authoris<*d Capital 200,000 

l^easehold 

3,820 


100,000 Prefororico 

Machinery 

4,120 


Shams of £1 




100,000 Ordinary 


7,940 


Shares of £1 





Current Assets 


6,190 

Issued Capital 

Debtors 

1,241 


74,720 Ordinary 

Stock on Hand 

4,921 


Shares of £1 74,720 

Cash in Hand 

28 


42,633 Preference 




Shares of £1 42,633 


6,190 


117,3.53 

Intangible Assets 


109,497 


Patents 

107,091 


Less Uncalled Cap¬ 

Advertising Sus¬ 



ital 

pense 

2,000 


2/- per Share 

Preliminary Ex¬ 



Ordinary 7,472 

penses 

406 


109,881 


109,497 


Less Calls in Arrears 


T-iin-TM .1 r 


2,000 Ordinary 




Shares of 1/- 100 




Paid-up Capital 109.781 ^ 




Less Profit & Loss 1,482 




-✓ 




108,299 




Current Liabilities 15,328 




Sundry Creditors 14,000 




Bank Overdraft 1,328 




15,328 





£123,627 


£123,627 


The Company was unsuccessful, and resolutions were passed 
to carry out the following scheme of reconstruction:— 

(1) That the 2,000 shares on which the call is unpaid be for¬ 
feited. 

(2) That the Preference Shares be reduced by 10/- per Share. 

(3) That the £1 Ordinary Shares be reduced by 13/4 per Share. 

(4) That the amount thus rendered available for the reduction 
of assets be apportioned as follows :—The Preliminary 
Expenses Account, Profit and Loss Account, and Adver¬ 
tising Suspense Account to be written oflF entirely ; £1,200 
to be written off the Leasehold Account, £1,400 off the 
Stock Account, 20 per cent. Depreciation off the Machinery 
Account, and the Balance available to be written off the 
Patents Account. 

Give the Journal entries to give effect to the above, and a Balance 
Sheet thereafter. 





Capital. 
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f 


CaUed up Capiua 74,720 „ @ 18/- .67,248 - - 72,720 „ @4/8 „ .16,068 

Lets Calls in Ar¬ 
rears 2,000 „ @ 1/- . 100 - - 
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Journal of The Ajax Co. Ltd. 


1948 

Dec. 31 Unallotted Ordinary Shares . 

Call—Ordinary Shares. 

Uncalled Ordinary Capital 
Forfeited Shares Reserve 
For 2,000 ordinary shares forfeited for 
non-payment of call per resolution of 
directors dated. 


2.000 


100 - - 
200 - - 
1,700 - - 


Authorised Preference Capital ... ...21,316 10 - 

Capital Reduction . 21,316 10 - 

For 10/- per share written off 42.633 
issued preference shares. 


Authorised Preference Capital. 28,683 10 - 

Unallotted Preference Shares 28,683 10 - 

For 10/- per share written off 67,367 
unedlotted preference shares. 


Authorised Ordinary Capital ... ...48,480 - - 

Capital Reduction . 48,480 - - 

For 13/4 per share written off 72,720 
issued ordinary shares. 


Authorised Ordinary Capital .18,186 13 4 

Unallotted Ordinary Shares ... 18,186 13 4 

For 13/4 per share written off 27,280 
unallotted ordinary shares. 


Forfeited Shares Reserve ... ... 1,700 - - 

Capital Reduction ... ... 1,700 - - 

Balance transferred. 


Capital Reduction 

Preliminary Expenses 

Profit and Loss 

Advertising Suspense 

Leasehold 

Stock 

Machinery 

Patents . 


.71,496 10 - 

406 - - 
1,482 - - 
2,000 - - 
1,200 - - 
1,400 - - 

fl9A. — — 

64.184 10 - 


For amounts gained on reduction applied 
towards losses. 


Note: 

The 2,000 shares which were forfeited are not cancelled. 
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EXAMINATION QUESTIONS. 

Question 1. 

All necessary authority has boon granted Hobarts Limited to reduce its 
capital, thereby enabling the Company to deal with the accumulated loss- 
Tho resolution provided for the following:— 

The Capital of the Company to bo reduced from £100,000 divided into 
100,000 shares of £1 each, to £48,500 divided into 97,000 shares of 10/- 
each by— 

(a) Cancelling 3,000 forfeited shares on which the amount of £2,100 has 
been paid. 

(b) Writing down the Capital paid on the 57,000 shares issued and current 
by 10/- per share. 

(c) Reducing the nominal value of all shares in the Company from £1 
to 10/- each. 

The Balance Sheet at the date of the resolution showed the following 
position:— 


HOBARTS LIMITED. 


Liabilities, 

Authorised Capital— 

100,000 shares of £1 

each £100,000 - - 


Subscribed Capital— 

60,000 shares of £1 
each £60,000 

Less Uncalled 
—4/- per 

share £12,000 
Unpaid calls 
on £3,000 
shares which 
have been 
forfeited, 

£300 12,300 

- 47,700 - - 

National Bank of 
Tasmania 3,570 7 6 

Sundry Creditors 3,829 13 4 


£65,100 » - 10 


Assets. 

Buildings, Land and 

Machinery £18,310 - - 

Stock — 5,890 - - 

Sundry Debtors 2,526 - - 

Profit and Loss— 

Accumu- 

mulated 

Balance £28,644/3/8 
Less Profit 
for 4 

year £269/2/10 

- 28,376 - 10 


£55,100 - 10 


Show 

1. Complete Journal entries. 

2. Statement of Capital as re-adjustod. 

{AssocicUion of Accountants of Australia.) 


Question 2. 

The following was the Balance Sheet of Old Gold Limited as at 30th June, 


1937 

Liabilities. Assets. 

Nominal Capital— Property and Land £25,000 

100,000 Shares of £1 each £100,000 Plant and Machinery 10,000 

Unallotted Capital— Sundry Debtors 1,000 

50,000 Shares of £1 each 50,000 Stock 9,000 
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Subscribed Capital 

£50,000 Profit and Loss 

£10,000 

Less Uncalled Capital 

12,500 


Called up Capital 

Less Calls in Arrear—6,000 

37,500 


Shares @ 5/- per share 

L,500 



36,000 


5% Debentures 

10,000 


Reserve Account 

2,500 


Sundry Creditors 

5,000 


Provision for Taxes 

1,500 



£55,000 

£55,000 


The Directors have had a valuation made of the Property and Plant and 
Machinery, and find that they are overvalued by £5,000 and £3,000 respec¬ 
tively. It is proposed to write down these assets to their true value and to 
extinguish the deficiency in Profit and Loss Account by the adoption of the 
following course:— 

(1) Forfeit and cancel the shares on which the call is unpaid. 

(2) Cancel the Unallotted Shares. 

(3) Write 5/- per share off the Paid-up Capital. 

(4) Reduce the liability of the Shareholders in respect of Uncalled 
Capital by 6/- per share. 

(5) Utilise Reserve Account and Provision for Taxes (not now required) 
if necessary. 

Assuming the necessary approval has been obtained to the scheme, state 
Journal entries required in proper form and furnish Balance Sheet after 
reduction. 

{Federal InstitiUe of Accountants,) 


Question 3. 

The Nominal Capital of Ambar Limited comprised :— 

40,000 £1 7 per cent. Preference Shares ; 

20,000 £6 “ A ” Ordinary Shares ; and 
20,000 £3 “ B ” (Deferred) Ordinary Shares. 

Trading losses of the past three years amounted to £30,000 and the Share¬ 
holders had, by resolution, duly agreed to reduce the Capital of the Company 
to extinguish this accumulated loss. The proposal had received the approval 
of the (3ourt, and was as follows:— 

Preference Shares — 

In respect of 20,000 shares issued and upon which 15/- per share had been 
paid, 5/- per share to bo written off, and the shares reduced to 10/- shares 
fully paid. 

“ A *’ Ordinary Shares — 

These shares, all of which had been issued, had been paid up to £3 per share. 
£1 per share to be written off, the shares being reduced to £4 shares, £2 paid-up. 
“ B ** Ordinary Shares — 

10,000 shares issued, upon which £1/10/- per share had been paia-up. 
10/- per share to be written off and shares reduced to £2 shares, paid to £1. 
All unissued shares to remkin as befoiip. 

Furnish Journal entries to record the foregoing, and the Balance Sheet of 
the Company in proper form after the proposal had been carried out. 

{Association of Accountants of Australia.) 



142 


Alteration of Share Capital. 


Question 4. 


The Balance Sheet of the Lionheart Co. Ltd., as at December 31, 1948, 
was as follows :— 


Liabilities. 


Asaeta. 


Share Capital (Authorised 


Fixed Assets— 


and Issued)— 


Freehold Works, Plant 


10,000 Preference Shares 


and Machinery at cost £360,247 

of £10 each 

£100,000 

Freehold Estate at cost 

10,676 

20,000 Ordinary Shares 


Steamer at cost 

16,445 

of £10 each 

200,000 

RoUing Stock at cost 

12,872 

Mortgage Debentures 

120,000 

Furniture at cost 

122 

Creditors 

14,552 

Shares in Subsidiary Com* 


InsuriV^de Reserve 

558 

panies at cost 

13,481 

General Reserve 

10,882 

Current Al^ts— 


Profit and Loss Account^ 

4,777 

Stocks 

13,705 



Bank 

13,721 



Cash 

134 



Debtors 

9,366 


£460.769 ^ y £450,769 


A scheme for the reduction of the capital, approved by the court, was 
adopted, by which £4 per share was to be written off the preference shares, 
and £6 per share off the ordinary shares. The scheme provided for the under * 
mentioned reductions in the assets, as at December 31:— 


Freehold Works by . £157,201 

Freehold Estate by . 676 

Shares in Subsidiary Companies by. 6,261 

Steamer by . 4,045 

Boiling St^k by . 3,372 


and that the General Reserve should be extinguished, and the difference be 
transferred from Profit and Loss Account. 

You are required to draft the Journal Entries necessary and the Balance 
Sheet of the Company, after carrying out the terms of the scheme as set out 
above. 

{Commonwealth Institute of Accountants.) 


Question 6. 

The following was the trial balance of the X.T.C. Company Limited at 
30th June, 1942 :— 


Authorised Capital (100,000 shares of £2 each) 

Dr. 

£ 

Cr. 

£ 

200,000 

Freehold Premises (at cost) 



30,000 


Uncalled Capital . 



80,000 


Debentures (7%) . 




20,000 

Plant and Machinery (at cost) ... 



40,000 


Unallotted Capitcd ... 



40,000 


Sundry Creditors 




15,000 

Calls in Arrear (5/~ per share) ... 



400 


Bills Payable . 




3,000 

Sundry Debtors . 



18,000 


Bills Receivable 



2,000 


Profit and Loss Account 



28,000 


Bank of Asia . 




400 


£238,400 £238,400 


The Directors had a valuation of the Assets mode which showed that the 
following were over*valued in the Company's Books—^Premises by £5,000, 
Plant and Machinery by £4,000, and that Bad Debts were about £3,000. 
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It was decided that these assets should be written down to thoir proper 
values. 

At the same time, the consent of the Court having been obtained, the 
necessary Kesolutions were passed to :— 

1. Write 10/- per share off Paid-up Capital. 

2. Keduce the liability of shareholders by 10/- per share in respect of 
Uncalled Capital. 

3. Cancel tlio whole of the unallotted shares. 

The shares on which the calls wore in arroar were duly forfeited and later 
re-issued as paid to 15/- per share on payment of 12/6 per share. 

Furnish Journal entries to carry the foregoing into effect and set out the 
Balance Sheet as it would then appear. 

{Federal Institute of Accountants.) 


Question 6. 

The following is the Balance Sheet of a Manufacturing Company : — 
BALANCE SHEET, 
l^iabilitios. 

Nominal Capital— 

100,000 £1 Preference Shares 


100,000 £1 Ordinary Shares 


... £200,000 

Issued Capital— 

100,000 Preference Shares paid to 10/- 


£50,000 

75,000 Ordinary Shares fully paid 


75,000 

Debentures 


30,000 

Bank Overdraft ... 


14,695 

Bills Payable 


13,938 

Sundry Creditors ... 


29,820 

£213,453 

Assets. 

Land 


£28,000 

Buildings. 


40,000 

Manufacturing Plant 


24,500 

Fixtures and Fittings 


5,125 

Stock 


21,050 

Sundry Debtors ... 


30.378 

Patents 


35,000 

Goodwill. 


10,000 

Preliminary Expenses 


800 

Profit and Loss Account 


18,600 

£213,453 


Owing to heavy losses having been sustained, the Company decided to 
reduce its capital, and the necessary resolutions were passed to carry out the 
following scheme of reconstruction : — 

(1) Ordinary Shares to bo reduced from 100,000 shares of £1 each to 
75,000 shares of 10/— each fully paid. 

(2) Preference Shares be reduced to 10/- each, credited with 5/- paid. 

(3) Tlie capital rendered available for the reduction of assets to be used 
as follows:— 

The balances on Profit and Loss Account, Preliminary Expenses 
Account, and Goodwill Account to bo written off entirely, 20% 
Depreciation to be written off Plant. 16% off Land, and 15% off 
Buildings, the balance remaining to reduce the value of the Patents. 

(4) A call of 6/-- per share was to be made on the Preference Shares, the 
money obtained to be used to discharge the Bank Overdraft and 
provide funds to carry on business. 
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All Call moneys were received in full» with the exception of £100, which 
was outstanding 

Show the Journal and Cash Book entries necessary to effect the above 
proposals, and give the Balance Sheet after the reduction. 

(Commonwealth Jnstitule of Accountants.) 


Question 7. 


The following was the Balance Shoot of the XYZ Company Limited on 
30/6/38 


Liabilities. 
Authorised Capit¬ 
al . 

Less Unallotted 
shares 10,000 of 
£l each 

£50,000 

10,000 


Assets. 

Land and Buildings 
Plant and Machinery 
Sundry Debtors ... 
Profit and Loss ... 

£15,000 
... 12,500 

9,400 
4,600 

Loss Uncalled 

Capital 

40,000 

15,000 

25,000 

16,000 

500 



Sundry Creditors 
Bank 






£41,500 


£41,600 


The consent of the Court having been obtained it was resolved :— 

To write £2,500 off Land and Buildings. 

£2,000 off Plant and Machinery. 

£500 off Sundry Debtors. 

5/- per share off Paid Up Capital. 

To cancel all unallotted Shares. 

Show the necessary Journal entries and new Balance Sheet. 

(International Institute of Accountants.) 


Question 8. 

On Ist July, 1930, the A.Z. Company Limited was formed with an authorised 
capital of £200,000, divided into 40,000 5% Cumulative Preference Shares of 
£1 each, and the balance in Ordinary Shares of £1 each. Of such shares 75% 
of each class wore, on 31st July, 1930, allotted payable 6/- on application, 
5/- on allotment; a call of 5/- was matle throe months after allotment, and 
a call of equivalent amount six months after allotment. The balance of 
the shares were allotted to the vendors as fully paid on 31st August, 1930, 
being in pursuance to an agreement adopted by the l^oard on 31st July, 1930. 

All amounts duo in respect of Prcforonco Shares and the application and 
allotment money on Ordinary Shares were received on the due dates. In 
regard to the Ordinary Shares one holder of 5,000 shares defaulted in rospo(3t 
of the two calls. On 28th February, 1931, those shares were duly forfeited 
and a montli later re-issued as fully paid for 22/- each, all of which was paid, 
but the original holder claimed the excess. 

On 1st July, 1931, the Authorised Capital was increased by the creation 
of 340,000 Ordinary Shares of £1 each ; on 31st July, 1931, 100,000 of these 
shares were issued, payable 5/- on application, and 5/- on allotment, and on 
3l8t October, 1931, a call of 2/6 per share was made ; all of these sums were 
received on the due dates with the exception of the call on 1,000 shares. 
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On Ist January, 1932, all the Ordinary Shares were consolidated and each 
10 Ordinary Shares converted into 1 Ordinary Share of £10 each. 

(1) Set out the journal entries necessary to record the above transactions 
(do not journalise cash items). 

(2) On the information given set out the Capital Reserves and Liabilities 
of the Company as they should appear in the Balance Sheet of the 
Company at 30th June, 1932. 

(3) State the total amovmt of dividend on Preference Shares for the 
year ended 30th June, 1931. 

{The. Institute of Chartered Accountants in Australia.) 


Question 9. 

The following is the Balance Sheet of Warehouse Limited as at 30th June, 
1935 


Capital and Liabilities: 

600,000 Ordinary Shares of £1 each ... 

200,000 7% Cumulative Preference Shares of £1 each 
250,000 8% Second Cumulative Preference Shares of £1 each 
Reserve Fund 
Sundry Creditors ... 

Mortgages 

Depositors. 


£ 

600,000 

200,000 

250,000 

157,000 

177,000 

96,000 

101,000 


£1,581,000 


Assets, etc. 


Freehold and Leasehold Properties . ... ... 231,000 

Furniture and Fixtures ... . ... ... 69,000 

Sundry Debtors ... ... ... ... ... ... ... 443,000 

Stock-m-trado ... ... . ... 331,000 

Investments at cost ... . ... ... 67,000 

Cash . 240,000 

Goodwill . ... 60,000 

Profit and Loss Account ... ... ... ... ... 150,000 


£1,681.000 


The Company’s operations have resulted as follows :— 
year ended 30th June, 1933. Net Profit £35,000 

„ ,, 30th June, 1934. „ Loss £88,000 

„ ,, 30th June, 1935. ,, „ £95,000. 

The First Preference Shares are entitled to a dividend of 7% per annum 
and priority for capital without further participation. The Second Preference 
Shares are entitled to a dividend of 8% per annum and rank both as regards 
capital and dividends in priority to ordinary shares without further participa* 
tion. Dividends on both classes of preference shares have been paid to 
30th June, 1933. There are prospects of a return to profitable trading. 

You are requested to make a report to the Directors on Capital re-organisa¬ 
tion, involving proposals for the readjustment of the several capital interests. 
The Directors advise you that a revaluation of the book debts shows that 
they are overvalued in the Balance Sheet to the extent of £49,000, that the 
Furniture and Fixtures should be written down by £19,000 and the Freehold 
and Leasehold Properties written down by £32,000. 

{The Institute of Chartered AccourUarUs in Auatralia.) 
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Question 10. 

The White Seas Trading Company Limited had for some time been trading 
at a loss. Under new managenlent improved trading results were being 
shown, and the Directors submitted to Shareholders a scheme to write off 
the accumulated loss to dlst December, 1937, by a . Reduction of Capital. 
The Company adopted the Scheme and duly passed a Special Resolution on 
the 15th January, 1938, to carry it into effect. 

The scheme, which was approved by the Court, was as follows:— 

(1) The Nominal value of each £5 Ordinary Share was to bo reduced 
to £4—each share to be then considered as paid up to £2. 

(2) “ B ” Preference Shares issued and unissued, to be reduced in value 
by £1 per share, 

(3) “ A ** Preference Shares to be subject to a reduction in value of 
10/“ per share. 

The Capital of the Company comprised :— 

(a) 25,000 “ A ” Preference Shares of £1 each fully paid. 

(b) 7,500 “ B ” Preference Shares of £5 each, 5,000 of these shares had 
issued and £4 per share paid up on them. 

(c) 15,000 Ordinary Shares of £5 each allotted and called up to £3 per 
share. 

The Trial Balance of the Company as at the 3l3t December, 1937, was as 
follows and you are required to state in proper form:— 

(1) Trading and Profit and Loss Account for year ended 31st December, 
1937, 

(2) Journal entries to give effect to the foregoing scheme. 

(3) Balance Sheet (in form required by Companies Act) after scheme 
carried into effect. 

Any surplus remaining after writing off the loss is to be carried to a ** Con¬ 
tingencies Reserve Account.’’ 




Dr. 

Cr. 

Land and Bmldings—Freehold ... 


15,000 


Leasehold Premises (Leased since 1st July, 1937) 

7,500 


Plant and Machinery 


18,000 


Sundry Debtors . 


19,850 


Sundry Creditors 



13,500 

Called-up Capital 



90,000 

Purchases 


37,500 


Sales . 



52,500 

Profit and Loss Account 


30,150 


Bills Payable and Receivable 


3,250 

1,876 

Bank of Scotland . 



8,720 

Stock on hand, Ist January, 1937 


20,000 


Call Account—Ordinary Shares ... 


300 


per cent. Debenture Stock 



5,000 

Interest on Debentures 


225 


Discoimt Granted and Received 


675 

250 

Wages, Factory 


5,260 


Manufacturing Expenses ... 


2,750 


Inwards Cartage, Railage and Freight 


1,250 


Duty and Wharfage . 


775 


Insurance . 


620 


Salaries and Wages 


2,850 


Directors’ Fees . ... 


1,250 


General Expenses ... 


2,750 


Interest 


225 


Bad Debts . 


1,875 




£171,846 

£171,845 

Stock on Hand, 21st December, 1937 



£25,375 

Bills imder Discount 

. 

... 

£3,000 


Med^e the following provisions:—10 per cent, per annum Depreciation 
on Leasehold Premises and Plant and Machinery; 2^ per cent, per annum 
Depreciation on Freehold Premises. 

(Federal Institute of Accountants,) 
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TERMS USED. 


Amalgamation. 

The merger of two or more companes or their undertakings. 
Where two or more companies desire to unite their undertakings 
the operation is carried out under the provisions of the Companies 
Acts. In some cases the operation is effected by the registration 
of a new company, which takes over the several undertakings of the 
existing companies ; in other cases one of the companies takes over, 
or absorbs, the undertakings of the other concerns. 

Cumulative Preference Shares. 

Shares issued on terms that should the preferential dividend 
not be paid (in whole or in part) in any year or years, the right to 
receive the balance (or the whole) remains until the whole is paid. 
Such accumulated dividend must be paid out of any available 
profits before any other dividend, either on preference or ordinary 
shares in any succeeding year is paid. 

Deferred Shares. 

Shares which are usually postponed to the ordinary shares as 
legards dividends, but have special rights as to sharing in profits, 
etc. The rights attaching to such shares are usually defined in the 
memorandum of association. 

L 
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Reconstruction of Companies. 


Vendors of a business to a company often take part of their con¬ 
sideration in deferred shares, i.e., they permit the investing public 
to be preferred to them in the matter of dividend. 

These shares may be deferred as to capital or dividends or both, 
but they are not deferred as to return of Capital unless there is 
provision for such in the Memorandum or Articles of Association. 

liquidation. 

The process of winding up a company. 

liquidator. 

A person appointed to carry out the winding up of a company. 
The duties of a liquidator are to get in and realize the property 
of the company, to pay its debts, and to distribute the surplus 
(if any) among the members. 

Preference Shares. 

Shares in a company which are entitled to a stated dividend 
yearly, payable, in preference to the dividend on the ordinary shares. 
Unless the articles specifically state to the contrary, preference 
shares are deemed to have cumulative preference as to dividends, 
but unless otherwise provided they have no prior right to a return 
of capital in the event of the liquidation of the company. 

Preliminary Expenses. 

The expenditure in connection with the promotion, formation, 
establishment and registration of a business or company. 

Vendors* Shares. 

A term sometimes applied to shares taken by the vendors of the 
undertaking, upon the conversion of a trading or other concern 
into a limited liability company. They are accepted instead of 
cash' in payment for the goodwill, stock, fixtures, etc. 

Winding-up. 

The operation of bringing the business of a company or partner¬ 
ship to a close realizing the assets and discharging the liabilities 
of the concern, settling any questions of account or contribution 
between the members, and dividing the surplus assets (if any) 
among the members. 


INTRODUCTION. 

“ Reconstruction ” as applied to a company implies a radical 
change in its constitution and may involve alteration of its capital 
and objects. 

This procedure may be carried out: 

(a) by passing a special resolution to alter the company’s 
memorandum or articles, or both, and applying to the 
court for confirmation, and 

(b) by winding up the company and at the same time forming 
a new company comprising the shareholders in the old 
company. 
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The first method does not involve liquidation whereas the second 
one does. We have already discussed some forms of reconstruction 
in the previous chapter under the heading of Alteration of Share 
Capital. 

The reasons for reconstruction by winding up may be:— 

.(1) the “objects** clause in the memorandum of association 
may not be wide enough to allow the company to engage 
in certain desired operations and the permission of the 
Court cannot be obtained to alter the constitution accord- 
ingly. In such case the only thing to do is to wind up 
and form a new company. 

(2) the weak financial position of the company due to lost 
capital or accumulated trading losses, may make liquidation 
followed by reconstruction inevitable. 

In cases such as those mentioned a company may reconstruct 
or transfer its business and assets by means of the following schemes : 

(a) by the process of absorption whereby the old company 
goes into voluntary liquidation and disposes of its business 
as a going concern to another existing company. This 
process is sometimes termed an “ absorption.** 

(b) the company sells its business and assets to another existing 
company. In such case the first company does not wind¬ 
up but continues to exist as an investment company. 

(c) the company may amalgamate with one or more existing 
companies. Amalgamation includes :— 

(i) the transfer by one or more than one company of 
the whole of the business and assets to an existing 
company, or 

(ii) the transfer by two or more companies of the whole 
of the business and assets to a new company formed 
for that specific purpose. 

Where amalgamation is proposed, the shareholders in the old 
companies must pass a special resolution authorising the liquidator 
to accept shares or other interests in the new company in discharge 
of the purchase consideration. ■»- The creditors in the old companies 
may be paid off or agree to accept the new company as their debtor. 

It is submitted that for accounting purposes there is no real 
difference between an amalgamation and an absorption. 

The advantages suggested for amalgamation or absorption are :— 

(a) the combination of the interests of the companies should 
lessen competition thus stabilizing trade and providing an 
adequate return on business transacted. 

(b) the financial position is considerably strengthened with 
the result that a much larger volume of business can be 
transacted. 

(c) purchasing power is increased. 

As stated previously, an absorption may take place with or 
without winding up the absorbed company. 
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ABSORPTION WITH LIQUIDATION OF ONE COMPANY. 

We will now consider the accounting necessary in the books of 
the absorbed company and the absorbing company. We will term 
the first company, the Vendor Company and the second the Pur¬ 
chasing Company. 

Entries in Vendor Company’s Books. 

The entries necessary are similar to those for closing the books 
of a partnership firm on dissolution. 

These entries may be summarised thus :— 

1. Transfer at hook values all assets which are taken over to a 
Liquidation Account, e.g.: 

Liquidation . . . . — 

Plant and Machinery .... 

Stock-in-trade ...... 

Sundry Debtors ...... — 

Sundry assets taken over, transferred at 
book values. 

2. Transfer all liabilities, if taken over, to Liquidation Account, 
e.g. : 

Sundry Oreditors . . . . . . — 

Bills Payable 

Provision for Income Tax 

Liquidation ........ — 

Sundry Liabilities taken over, transferred. 

As a general rule instead of the Purchasing Company taking 
over the liabilities, the purchase consideration may provide for 
cash to be handed to the liquidator to discharge the liabilities. 
In such case, of course, the liabilities would not be transferred to 
Liquidation Account, but would ap})ear in the Cash Payments 
J ournal when jmid. Actually the liquidator of the Vendor Company 
is primarily responsible to the creditors, and therefore where the 
Purchasing Company hands the liquidator cash to pay off creditors, 
the amount thereof must be added to the 'purchase consideration. 

3. On arriving at the amount of the purchase consideration, 
debit the Purchasing Company and credit Liquidation 
Account, e.g. : 

Purchasing Company . . . . — 

Liquidation ........ — 

For purchase consideration consisting of 
.as agreed. 

The purchase consideration may consist of :— 

(a) payment of cash, 

(b) allotment of shares in the Purchasing Company, 

(c) allotment of debentures in the Purchasing Company, 

(d) discharge of the Vendor Company’s liabilities either by the 
Purchasing Company taking them over or handing the 
liquidator cash to pay them. 
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4. On receiving the purchase consideration, debit the various 
assets received and credit the Purchasing Company, e.g. : 

Ca43h .. .. .. .. .. — 

Shares in Purchasing Company .. — 

Debentures in Purcha-sing Company .. — 

Purchasing (Company .... — 

For discharge of purchase consideration. 

5. Debit Liquidation Account and credit the Cash Payments 
Journal with any liquidation expense, e.g. : 

Liquidation . . .. .. .. — 

Cash. — 

For payment of expenses. 

Sometimes these expenses are to be charged to the Purchasing 
Company in which case they may be paid direct by this company 
or included in the purchase consideration. In the latter case the 
Purchasing Company will provide cash so that the Vendor Company 
may pay them. 

(). Transfer the balances of any fictitious or intangible assets 
such as Preliminary Expenses to Liquidation Account. 

Liquidation . . . . . . .. — 

Preliminary Expenses .... — 

llalance transferred. . 

7. Close Liquidation Account by transferring the balance to a 
“ Shareholders Distribution Account.” If the credit side 
of Liquidation Account is tlui greater, this signifies a profit 
made on the transaction, and the following Journal entry 
would be passed :— 

Liquidation . . . . .. . . —• 

Shareholders’ Distribution .. — 

For profit transferred. 

8. Transfer all shareholders’ funds to the credit of Share¬ 
holders’ Distribution Account. These funds would consist 
of the balance of capital accounts, general and free reserves, 
and a credit balance in Profit and Loss Appropriation 
Account, e.g. : 

Authorised Capital . . . . . . — 

Grenoral Reserve . . .. .. .. — 

Profit and Loss Appropriation . . — 

Shareholders Distribution . . — 

For Shareholders’ funds transferred. 

Should there be a debit balance in Profit and Loss Appro¬ 
priation Account, this would be transferred to the debit 
of Shareholders’ Distribution Account. Alternatively Un¬ 
allotted Shares and/or Uncalled Capital Accounts may be 
closed by transfer to Authorised Capital and the balance of 
the latter transferred to Shareholders Distribution Account. 

9. Finally transfer to the debit of Shareholders’ Distribution 
Account any assets comprising the purchase consideration 
which are handed over to shareholders in the Vendor 
Company, e.g. : 
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ShaxeholdeiB* Distribution.. _ 

^ Gash . . 

Shares in Purchasing Company ... 

Debentures in PurchMing Company _ 

For cash^ shares and debentures located to 
Shareholders. 

Sometimes shares in the Purchasing Company forming part 
of the purchase consideration are taken by the Vendor Company 
at a premium. In such case the premium must be recorded in both 
companies* books, since otherwise the accounts will not show the 
true result of the transaction in as much as the purchase con¬ 
sideration will be incorrectly stated. 

Similarly where the agreement provides that debentures in the 
Vendor Company are to be discharged by the Purchasing Company 
at a premium, debit Liquidation Account and credit Debentures 
Account with the amount of the premium. 

Should the Purchasing Company undertake to pay off the de¬ 
bentures at a premium the amount thereof must be added to the 
purchase consideration. 

Entries in the Purchasing Company’s Books. 

The entries necessary in this case are similar to those made in 
a company’s books where the company has taken over the 
business of a partnership firm. The pro forma entries may be 
summarised thus:— 

1. Debit the various assets acquired and credit the Vendor 
Company, e.g.: 

Stock ... ... ... ... ... ... — 

Sundry Debtors ... . ... — 

Goodwill . . 

Vendor Company ... ... ... _ 

For assets taken over as per agreement 
dated. 

2. Debit the Vendor Company and credit the various liabilities 
if taken over, e.g.: 

Vendor Company ... ... ... ... — 

Sundry Creditors ... ... ... _ 

Provision for Taxation ... ... _ 

Bank Overdraft ... ^ ... ... 

For sundry liabilities taken over as per 
agreement dated. 

3. Debit the Vendor Company and credit Bank, Unallotted- 
Shares, Debentures, etc., comprising the purchase con¬ 
sideration, 

Vendor Company . . 

Bank ... ... ... ... _ 

Unallotted Shares . — 

Debentures. — 

For cash, shares and debentures, given in 
discharge of the purchase consideration. 
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Sometimes sundry debtors are taken over at a valuation less 
than that in the books of the Vendor Company. In such case the 
debtors, should he shown at the book value in the Purchasing Com- 
pany*s hooks and a Provision for Doubtful Debts raised for the differ• 
ence. 

Shares Issued at a Premium. 

As mentioned previously where shares forming part of the pur¬ 
chase consideration are handed to the liquidator of the Vendor 
Company, the amount of the premium must be recorded in the 
books of account. In such a case as this a credit entry would be 
made in a “ Premium on Shares Account.” This amount repre¬ 
sents a capital profit and may be used to write down Goodwill, if any. 


Goodwill. 

Where the price paid to the Vendor Company exceeds the “ net ” 
assets acquired the difference is debited to Goodwill Account. 

Premium on Purchase. 

Where the reverse happens, i.e., the “ net ” assets acquired 
exceed the purchase consideration, the difference should be credited 
to a “ Premium on Purchase Account ” or Special Reserve. This 
balance represents a Capital profit. 

The following simple example will illustrate the accounting 
necessary where one company is absorbed by another : 

Illustrative Example 1—^Absorption of one Company by Another. 

The Victorian Co. Ltd. absorbed the business of the A.B. Pro¬ 
prietary Ltd. as a going concern as at 30th June, 1948, assets and 
liabilities of the two companies on the date of sale being as under :— 



Victorian 

Co. Ltd. 


Liabilities. 


Assets, 



£ 


£ 

Authorised Capited (in 


Land and Buildings 

... 25,000 

100.000 Shares of £1 


Stock 

7,000 

eeuih) ... 

100,000 

Debtors 

... 14.000 



Commonwealth Bonds 

6,000 

Subscribed Capital (50,000 


Bank 

5,000 

Shares of £1 each) ... 

60,000 



Sundry Creditors ... 

1,000 



Profit and Loss ... 

6,000 




£57,000 


£57,000 


A.B. Proprietary Ltd. 


Liabilities, 


Assets, 



£ 


£ 

Authorised and Subscribed 


Stock . 

... 13,000 

Capital 

30.000 

Debtors 

... 10,000 

Sundry Creditors 

5,000 

Goodwill 

6,000 

Bank Overdraft ... 

5,000 

Profit euid Loss ... 

... 12,000 


£40,000 


£40.000 
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The price agreed upon was £20,000 payable £10,000 in cash and 
the balance by the issue to the vendor company of 8,000 shares 
in the purchasing company (fully paid to £1), at the market price 
of 258. per share. 

The purchase wa^ completed, and the A.B. Proprietary Ltd. 
then went into liquidation. 

Show Journal, Cash Book and Ledger entries to record the above 
transactions in the books of both companies, and prepare a Balance 
Sheet of the Victorian Company Ltd., to show the position on 
completion of the transaction :— 

Solution: 

Journal of A.B. Proprietary Ltd. 

1948 

June 30 Liquidation ... ... . 

Stock. 

Sundry Debtors 

Goodwill 

For assets taken over by Victorian Co. Ltd. 
as per agreement dated. 

£ 

28,000 

£ 

13,000 

10,000 

6,000 

Sundry Creditors . . 

Bank Overdraft . 

Liquidation 

For liabilities taken over by the Victorian 
Co. Ltd. as per agreement dated.;. 

5,000 

6,000 

10,000 

Victorian Co. Ltd. 

Liquidation 

For purchase consideration as per agreement 
dated. 

20,000 

20,000 

Shcures in Victorian Co. Ltd. 

Victorian Co. Ltd. 

For part discharge of purchase consideration 
by issue of 8,000 shares of £1 at 25/~ each. 

10,000 

10,000 

Authorised Capital . . 

Shareholders* Distribution . 

For balance of capital transferred. 

30,000 

30,000 

Liquidation . 

Shareholders' Distribution ... 

For profit on sale transferred.. 

2,000 

2,000 

Shareholders' Distribution . 

Profit and Loss . 

For Balance transferred. 

12,000 

12,000 
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1948 £ £ 

June 30 Shareholders’ Distribution .. .. 10,000 

Shares in Victorian Co. Ltd. .. 10,000 

For shares distributed to shareholders. 


When these entries are posted, the books of the A.B. Pty Ltd. 
will be closed as follows 

The A.B. Proprietary Ltd. 

(Extract from) Cash Receipts and Payments Journals. 


1948 


1948 



June 30 

Liquidation 

June 30 

Balanc;e 

£5,000 - 


(overdraft 


Shareholders 



taken over by 

Vkttorian Co.) £5,000 - - 


Distribution 

10,000 - - 


Victorian Co. 

Ltd. (purchase 
consideration) 10,000 - - 

£15,000 - - j £15,000 - - 


Ledger of A.B. Proprietary Ltd. 

Stock. 

1948 I 1948 

June 30 Balance £13,000 - - June 30 Liquidation £13,000 - -- 


Sundry Debtors. 


1948 I 1948 

Juno 30 Balance £10,000 - - | Juno 30 Liquidation £10,000 - - 


Goodwill. 


1948 ' 1948 

June 30 Balance £5,000 - - | June 30 Liquidation £5,000 - - 


1948 

June 30 Balance 


£12,000 


Profit and Loss. 


1948 

June 30 Shareholders 

Distribution £12,000 - - 
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June 30 Liquidation £5,000 - - 


1948 

June 30 Balance £5,000 - - 


Authorised Capitai. 

1948 j 1948 

June 30 Shareholders | June 30 Balance £30,000 - 

Distribution £30,000 -! 


Liquidation. 


1948 

.lime 30 Stock £13,000 ~ 

Debtors , 10,000 - 

Goodwill 5,000 - 

Shareholders 

Distribution 2,000 - 

(Profit on sale) 


1948 

June 30 Sundry Cred¬ 
itors 

Bank Over¬ 
draft 

Victorian Co. 
Ltd. 


£5,000 ~ - 
5,000 - - 
20,000 - - 


£30,000 - 


£30,000 - - 


Victorian Co. Ltd. 

1948 j 1948 

.June 30 Liquidation £20,000 -j June 30 Shares in 

Victorian Co. 

Ltd. £10,000 ~ - 

; Cash 10,000 


£ 20,000 - - 1 £ 20,000 - - 

— ' • ~ " I ' ' 


Shares in Victorian Co. Ltd. 

1948 1948 

June 30 Victorian Co. ' June 30 Shareholders 

Ltd. £10,000 -- - Distribution £10,000 - - 


Shareholders Distribution. 


1948 

June 30 Profit & Loss 
Shares in 
Victorian Co. 
Ltd. 

Cash 


' 1948 

£12,000 -' June 30 

I 

I 

10,000 - 
10,000 - - 


£32,000 - - ; 


Authorised 


Capital 

£.30,000 

Liquidation 


(profit) 

2,000 


£32,000 
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The purchase consideration is composed of:— 

Cash . £10,000 

8,000 Shares of £1 each . 8,000 

Premium on Shares. 2,000 


£20,000 


It should be observed that the balance of Profit and Ix)ss Account 
is transferred to Shareholders Distribution Account since it is part 
of Shareholders’ Funds. The same treatment would be given to 
any General Reserves. • On iw acco unt must halancp s be broug ht 
into the Purchasing Compani/s books . 

Where there are preference, ordinary and deferred shares in the 
Vendor Company it is preferable to use separate Shareholders’ Dis¬ 
tribution Accounts, viz. :— 

Preference Shareholders’ Distribution Account. 

“Ordinary Shareholders* Distribution Account. 

Deferred Shareholders’ Distribution Account. 


Journal of Victorian Co. Ltd. 


1948 


June 30 Goodwill 

Stock - ... 

Sundry Debtors 

Sundry Creditors 
Bank Overdraft 

A.B. Pty Ltd. . 

For assets and liabilities taken over from A.B 
Pty Ltd. as per agreement dated. 


£ • £ 
7.000 
13,000 
10,000 

5,000 

5,000 

20.000 


A.B. Pty Ltd. ... 

Bank 

Unallotted Shares 
Premium on 8haro.s 

For discharge of purchase consideration. 


20,000 

10,000 

8,000 

2,000 


Premium on Shares . 2,000 

Goodwill . 2,000 

Fop amount of premium used to write down 
goodwill. 


The balance sheet of the Purchasing Company will appear as 
follows on completion of the transaction :— 
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Sundry Creditors . 6,000 
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Valuation of Assets. 

Where the agreement provides that assets are to be re-valued, 
the books of the Vendor Company are closed by transferring the 
assets at hook value to Liquidation Account. In the purchasing 
company’s books the same assets will be shown at the new valua¬ 
tions. 


ABSORPTION WITHOUT LIQUIDATION. 

■^here one company sells its main assets to another c?ompany 
in return for shares or debentures in the latter company, the first 
company is not wound up but continues to exist as an investment 
company. Therefore since there is no liquidation there will be no 
liquidator. The accounting process described in the last section 
will not be adopted in these circumstances. 

We will consider first of all the entries to be made in the Vendor 
Company’s Books. 

Vendor Company. 

1. Transfer at book value all assets sold to the Purchasing 
Company to a Realization Account, e.g. : 

Realization .. .. — 

Sundry Assets ...... — 

For sundry assets sold to Purchasing 
Company. 

2. Should the Purchasing Company also take over any lia¬ 
bilities, close off these accounts by transfer to Realization 
Account, e.g.: 

Sundry Liabilities — 

Realization ........ — 

For liabilities taken over. 

3. The Purchasing Company’s account is debited and Realiz¬ 
ation Account credited with the purchase consideration, e.g.: 

Purchasing Company . . . . . . — 

Realization ........ — 

For purchase consideration. 

4. All shares and debentures received from the Purchasing 
Company in consideration for the net assets may be debited 
to a suitable Investment Account and credited to Purchasing 
Company’s account, e.g.: 

Investment .. .. .. .. — 

Purchasing Company .... — 

For.shares of £ each and. 

debentures of £ each re(?eived in consider¬ 
ation of purchase. 

5. Transfer any profit on the deal to the credit of a Capital 
Reserve, e.g.: 

Realization .. .. .. .. — 

Capital Reserve ...... — 

For profit on sale of assets to Purchasing 
Company. 
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It should be observed that this profit is of a Capital nature and 
should not bo available for dividend purposes. 

Purchasing Company *s Books. 

The entries here will be exactly the same as those given pre¬ 
viously under the heading “ Absorption with Liquidation.’* 

Such an absorption as described above may result in the Vendor 
Company becoming a “ holding ” Company. This would be the 
case where the Vendor Company received sufficient shares to give 
it a controlling interest. The subject of holding companies is 
discussed in a later chapter. 

The following example illustrates absorption without liquida¬ 
tion :— 

Illustrative Example 2—Absorption without Liquidation. 

The assets and liabilities of the Alpha Co. Ltd. and the Beta Co. 
Ltd. on Slst December, 1948, were as follow :— 


Liabilities. 

Alpha Co. Ltd. 

Assets. 

£ 

£ 

Authorised Capital 60,000 
shares of £1 ... 

Less Unallotted Shares 
25,000 shares of £ 1 ... 

50,000 

25,000 

Land and Buildings 
Plant and Equipment 
Simdry Debtors ... 
Stock-in-trade 

Cash at Bank 

Goodwill 

... 19,000 

... 10,000 
5,000 
8,000 
2,000 
2,000 

Paid-up Capital ... 
Debentures 

Sundry Creditors ... 

Profit & Loss 

25,000 

10,000 

3,000 

8,000 


£40,000 


£46,000 

Liabilities. 

Authorised Capital 20,000 
Shares of £1 

Less Unallotted Shares 
4,000 shares of £1 

Beta 

20,000 

4,000 

Co. Ltd. 

Assets. 

Land and Buildings 

Plant . 

Furniture ... 

Sundry Debtors ... 
Stock 

7.000 

2.000 

1,000 

4.000 

5,000 

Paid-up Capital ... 

Sundry Creditors. 

Gener^ Reserve. 

16,000 

2.000 

1,000 


£19,000 


£19.000 


The Alpha Co. Ltd. agreed to purchase the following assets 
at these valuations :— 

Land and Buildings at book value. 

Plant less 10%. 

Furniture at £900. 

Sundry Debtors less 5%. 

Stock less 20%. 
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It also agreed to give £8,000 for goodwill and to allot 20,000 
shares for the purchase consideration with a cash payment for 
the balance. The Alpha Co. Ltd. shares were quoted on ’Change 
at 25/- each. The Beta Co. Ltd. agreed to pay off its own creditors. 

Show the necessary Journal entries in the books of both com¬ 
panies and state the balance sheets on completion of the agreement. 

Solution: 


1948 
Dec. 31 


Journal of Beta Co. Ltd. 

Realization . 

19,000 


Land and Buildings ... 


7,000 

Plant 


2,000 

Furniture 


1,000 

Sundry Debtors 


4,000 

Stock . . 


5,000 

For Sundry Assets acquired by Alpha Co. Ltd. 



Alpha Co. Ltd. . 

25,500 


Realization 


25,500 

For purchase consideration. 



Shares in Alpha Co. Ltd. 

Alpha Co. Ltd. 

25,000 

25,000 


For shares received in payment of purchase 
consideration, 20,000 of il each valued at 25/- 
each. 


Realization 

Capital Resorvo 

For profit on sale of assets to Alpha Co. Ltd. 


Bcuik 

Alpha Co. Ltd. 

For cash for balance of purchase consideration 


6,500 


6,500 


500 


500 


Journal of Alpha Co. Ltd. 


1948 

Dec. 31 Land and Buildings 

Plant . 

Furniture 

Sundry Debtors . 

Stock 

Goodwill 

Provision for Doubtful Debts 

Beta Co. Ltd. . 

For Sundry assets acquired from Beta Co. Ltd 


7,000 

1,800 

900 

4,000 

4,000 

8,000 

200 

25,500 


Beta Co. Ltd. 

Unallotted Shares 

Premium on Shares. 

Bank . 

For discharge of purchase consideration. 


25,500 

20,000 

5,000 

500 


Premium on Shares ... ... ... ... 5,000 

Goodwill ... ... ... ... 5,000 

For Goodwill written down. 
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Alpha Co. Ltd. 


Balance Sheet ai at 8ttt Deetmbtr, 19^8. 


Sharehdtden* Funds 
Authorised Capital 50,000 

Shares of £1. 

Lett Unallotted Shares 
5,000 Shares of £1 ... 

£ 

50,000 

5,000 

£ 

53,000 

Paid up Capital 

Profit and Loss . 

45,000 

8,000 



53,000 


Long Term LiabilUiet 
Debentures . 

10,000 

10,000 

Current Liabilities 

Sundry Creditors . 

3.0(K) 

3,000 


£ 

Fixed Aeeete . 

Land and Buildings ... 26,000 
Plant and Equipment 11,800 
Furuituie . 900 

88,700 


Current Aeeete 
Sundry Debtors 
Lest Provision 

Stock . 

Cash at Bank 


£9,000 
£200 8,800 

- 12,000 

... 1,500 


22.300 


Intangibles 

Goodwill £10,000 

Less written off £5,000 

- 6,000 


£ 

.38,700 


22,300 


5,000 


£66,000 


£66,000 


Beta Co. Ltd. 


Balance Sheet as at 31st December. 1948. 


Sharehoidert* Funds 
Authorised Capital 20,000 

shares of £1. 

Less Unallotted Shares 
4,000 shares of £1 ... 

£ 

£ 

23,500 

Inrestments . 

Shares in Alpha Co. Ltd. 

£ 

25.000 

£ 

25.000 

4,000 


Current Assets .. 

Cash at Bank 

600 

500 

Paid-up Capital . 

General Reserve. 

Capital Reserve . 

16,000 

1,000 

6,500 






23,500 





Current Liabilities 

Sundry Creditors. 

2,000 

2,000 






£25,500 


• 

£25,500 


AMALGAMATIONS. 


The significance of the term amalgamation *’ has already been 
stated. We have seen that where two companies agree to amalga¬ 
mate they go into voluntary liquidation. This procedure cannot 
be put into operation until the shareholders pass a special resolution 
authorising amalgamation and the creditors* consent is obtained. 

The accounting necessary is briefly :— 

1. Close off the books of the old companies in a similar manner 
to that illustrated under the heading “ Absorption — 
‘ ‘ Vendors Books. * * 

2. Open the books of the new company in a manner similar 
to that explained under the heading “ Absorption **— 

Purchasing Company's Books.” 

Reference should also be made to the method of treating shares 
and debentures taken over at a premium. It should be observed 
that shares issued at a premium forming part of the purchase 
consideration should be shown in the Vendor's books at their agreed 
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market value. The Purchasing Company will credit Unallotted 
Shares Account with the nominal value of the Shares and credit 
a Premium on Shares Account with the amount of the premium. 
If the shares are issued as partly paid up, the Vendor Company 
will be debited and Uncalled Capital Account credited with the 
amount. 

The following example and its solution should now be studied :— 

‘illustrative Example 3. 

A summary of the assets and liabilities of A. Co. Ltd., B. Co. Ltd, 
and C. Co. Ltd. as at June 30, 1949, is as follows :— 

Assets. 



A. Co. 

B. Co. 

C. Co. 

Bank. 

Investments ... 

Sundry Debtors 

£15,000 

10,000 

60,000 

£48,000 

£7,500 

Stock on Hand 

33,000 

13,000 

8,000 

Plant and Maciiinery 

22,000 

8,000 

4,000 

Land and Buildings 

20,000 

6,000 


Goodwill 

17,500 


4,000 

Preliminary Exj^enaes 

Profit and Loss Appropriation 

£107.500 

1,000 

11,500 

£87,500 

£23,600 

Liabilities. 


A. Co. 

B. Co. 

C. Co. 

Sundry Creditors ... . 

£25,000 

£20,000 

£2,000 

Bank Overdraft 


17,500 

800 

Provision for Taxes... 

Paid-up Capital . 

10,000 

100,000 

50,000 

20,000 

Profit and Loss Appropriation 

12,500 


700 

Reserve 

20,000 

£167,500 

£87,500 

£23,500 

Contingent Liability— 




Preferential Dividend ... 

The Paid-up Capitals of the three Companio.s wore made 

£700 

up as follows :— 


A. Co. 

B. Co. 

C. Co 

Nominal and Issued Capital ;— 

Ordinary £1 Shares 

£100,000 

£50,000 

£20,000 

Preference £1 Shares 

£100,000 

£50,000 

10,000 

£30,000 

Less Uncalled Ordinary Capital, 10/- 

per share 

£100,000 

£50,000 

10,000 

£20,000 


The preference shares (C. Co. Ltd.) arc 7% cumulative and carry 
the right, in a winding up, to receive capital and arrears of dividends 
in priority to the ordinary shareholders. 

A new Company, A.B.C. Co. Ltd., was formed on June 30, 1949, 
to take over the busine.ss of each of the above companies, which 
went into voluntary liquidation on the same day. The new Com¬ 
pany was registered with a capital of £300,000 divided into 200,000 
ordinary shares of £1 each and 100,000 7% cumulative preference 
shares of £1 each. 

M 
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The basis of absorption of the three companies was:— 

A. Co. Ltd.—All assets and liabilities to be taken over, and 

5 fully paid ordinary shares in A.B.C. Co. Ltd. 
to be issued for every 4 shares held in A. Co. Ltd 

B. Co. Ltd.—All assets and liabilities to be taken over and 

one fully paid ordinary share and il cumulative 
preference shares paid to 10s. each in A.B.C. 
Co. Ltd. to be issued for every 5 shares held in 
B. Co. Ltd. A provision for doubtful debts of 
£1,000 to be created and stock on hand to be 
re-valued at £10,000. 

(\ Co. Ltd.—The A.B.C. Co. Ltd. to imrchase the assets and 
goodwill for £20,000 cash, a provision for doubtful 
debts of £1,500 to be created and stock to be re¬ 
valued at £7,000. 

40,000 cumulative preference shares in A.B.C. Co. Ltd. are 
offered to and subscribed by the public, the terms of issue being 
2 h. (id. per share payable on application, 2s. 6d. on allotment, and 
a first call of 5s. on 15th September, 1949. At ,‘lOth September, 
1949, ap])lication and allotment moneys had Ucvjx received in full 
Hiul £S,750 had been received on account of the call. 

^^)u are reciuestcd to prepare:— 

(1) Journal entries to close the books of the Vendor Com})anies 
and a Statement showing the distribution of the available 
assets amongst the respective classes of sliareholders in 
the C. Co. Ltd. Expenses of licpiidation amount to £300 
for the C, Co. Ltd. 

(2) Journal entries in the books of A.B.C. Co. Ltd. to record 
its formation, the absorption of the other three companies, 
and its share capital issues, and a Balance Sheet of the 
Company as at 30th Sepk'inber, 1949, trading transactions 
for the three months ended 30th September, 1949, being 
disregarded. 

Cash entries may be journalized for convenicau-e. 

Journal of A. Co. Ltd. 


IU49 

.luiu> 30 I.<i(juitiati()n .. .. .. .. .. hi7,500 

Iiivostments . . 

Sjindry Debtors 
Stock 

Plant and Macliinory 
Land and Buildings 
Goodwill 
Bank 

For assets taken over by A.B.(\ Co. trans- 
forred. 


Sundry Creditors . . .. .. . . 25,000 

Provision for Taxes . . . . . . . . 10,000 

Liquidation 

For liabilities taken over transferred. 


10,000 

50,000 

.13,000 

22,000 

20,000 

17,500 

15,000 


35,000 
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1940 A.B.C. Co. Ltd. . 

June 30 Liquidation . 

For purchase consideration. 6 Shares in A.B.C. 
Co. Ltd. for every 4 shares in the A. Co. Ltd. 

126,000 

125,000 

Shareholders Distribution 

Liquidation 

For loss transferred. 

7,500 

7,500 

Profit and Loss Appropriation 

Reserve ... 

Shareholders Distribution 

Sundry Revenue balances transferred. 

12,,500 

20,000 

32,500 

Authorised Capital 

Shareholders Distribution 

For balance transferred. 

100,000 

100,000 

Ordinary Shares in A.B.C. Co. Ltd. 

A.B.C. Co. Ltd. 

For Shares received in discharge of purchase 
consideration. 

125.000 

125.000 

Shareholders Distribution 

Ordinary Shares in A.B.C. Co. Ltd.... 
For Shares allotted to shareholders in settle¬ 
ment. 

125,000 

125,000 

Journal of B. Co. Ltd. 



1949 

June 30 Liquidation 

Sundry Debtors 

Stock 

Plant and Machinery 

Land and Buildings 

Preliminary Expenses 

For as.sets taken over by A.B.C. Co. Ltd. as 
per agrocrncnt date<l. 

76,000 

48,000 

13,000 

8,000 

6,000 

1.000 

Sundry Creditors 

Bank Overdraft 

Liquidation 

For liabilities taken over by A.B.C. Co. Ltd. 
as per agreement dated. 

20.000 

17,500 

37.500 

A.B.C. Co. Ltd. . 

Liquidation 

For purchase consideration, 3 cumulative 
preference shares paid to 10/- each for every 

5 shares hold (£15,000) and one fully paid 
ordinary share for every 6 shares heUl 
(£10,000). 

25.000 

25,000 

Shareholders’ Distribution 

Liquidation 

For loss transferred. 

13,500 

13.500 

Shareholders Distribution 

Profit & Loss Appropriation 

For balance transferred. 

11,500 

11,500 
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1949 

June 30 Authorised Capital 

Shareholders Distribution 

For balanc transferred. 

£60,000 

£60.000 


Cumulative Preferenoe Shares in A.B.C. Co. 

Ltd. . 

Ordinary Shares in A.B.C. Co. Ltd. 

A.B.C. Co. Ltd. 

For shares received in discharge of the pur¬ 
chase consideration. 

15,000 

10-000 

25,000 


Shareholders Distribution 

Cum. Preference Shares in A.B.C. Co. 

Ltd. 

Ordinary Shares in A.B.C. Co. Ltd. 
For shares allotted to shareholders in settle¬ 
ment. 

25,000 

1.5,000 

10,000 


Journal of C. Co. Ltd. 



1949 

J line 30 Liquidation 

Bank 

For expense's of liquidation. 

£300 

£.300 


Profit and Loss Appropriation 

Proforonco Shareholders Distribution 
For arrears of dividend duo to preference 
.shareholders credited to them. 

700 

700 


Liquidation 

Debtors 

Stock . 

Plant and Machinery 

Goodwill 

For balances tran.sferrod. 

23,500 

7,.500 
8,000 
4,000 
4,000 


A.B.C. Co. Limited 

Liquidation 

For purchase consideration. 

20,000 

20,000 


Bank 

A.B.C. Co. Limited 

For payment of purchase consideration. 

20,000 

20,000 


Authorised Preference Capital 

Preference Shareholders Distribution 

For balance transferred. 

10,000 

10,000 


Authorised Ordinary Capital 

Ordinary Shareholders Distribution... 
For balance transferred. 

20,000 

20,000 
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1949 

June 30 Ordinary Shareholders Distribution ... 10»000 

Uncalled Ordinary Capital. 

For balance transferred. 


Ordinary Shareholders Distribution ... 3,800 

Liquidation Account ... 

For balances transferred. 


Creditors ... ... ... ... ... 2,000 

Preference Shareholders Distribution ... 10,700 

Ordinary Shareholders Distribution ... 6.200 

Bank 

For final payments to creditors and to prefer¬ 
ence and ordinary shareholders. 


Note: 

As the preference shares are preferential as to a return of capital 
must be borne by the ordinary shareholders. 

C. Company Limited. 

Statement showing Distribution of Assets. 

I’reforonco shareholders 10,000 shares of £1 each fully 


paid . £10,000 

Add arrears of Proforonce Dividends ... ... 700 


Total paid to Preference Shareholders ... 

Ordinary shareholders 20,000 shares of £1 each paid 

to 10/- each. £10,000 

Less loss on liquidation ... .. ... ... 3,800 


Amount paid to Ordinary Shareholders 
Total return to shareholders ... 


Journal of A.6.C. Co. Ltd. 


1949 

June 30 Unallotted Ordinary Sharew ... ... ... £200,000 

Authorized Ordinary Capital 
For authorized ordinary capital 200,000 shares 
of £1 each. 


Unallotted Preference Shares ... ... 100,000 

Authorized Preference Capital 
For authorized preference capital 100,000 
shares of £1 each. 


Bank . 15,000 

Investments ... ... ... ... ... 10,000 

Sundry Debtors . 60,000 

Stock on hand. 33,000 

Plant and Machinery . ... 22,000 

Land and Buildings . ... 20,000 

Goodwill 10,000 

Sundry Creditors 
Provision for Taxes ... 

Liquidator of A. Company Ltd. ... 

For assets and liabilities taken over from A. 

Company. 


Note: 

Cash items have been journalized for convenience. 


10,000 

3,800 

18,900 

, any loss 


10,700 

6,200 

£16,900 

£ 200,000 

100,000 

26,000 

10,000 

126,000 
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1949 

June 30 Sundry Debtors . 

Stock . 

Plant and Machinery 

Land and Buildings . 

Creditors . 

Bank Overdraft 

Premium on Purchase . 

Provision for Bad Debts 

Liquidator of B. Co. Ltd. 

For assets and liabilities taken over from B. 
Company. 

48,000 

10,000 

8,000 

6,000 

20,000 

17,600 

8,500 

1,000 

25,000 

Sundry Debtors . 

Stock 

Plant and Machinery . 

Goodwill . 

Provision for Doubtful Debts 
Liquidator of C. Company Ltd. ... 
For assets and liabilities taken over from C. 
Co. Ltd. 

7,500 

7,000 

4,000 

3.000 

1,600 

20,000 

Liquidator of A. Co. Ltd. 

Unallotted Ordinary Shares... 

For 125,000 fully paid ordinary shares allotted 
as purciiase consideration. 

125,000 

125,000 

Liquidator of B. Co. Ltd. 

Unallotted Ordinary Shares... 

For 10,000 fully paid ordinary shares allotted 
as fully paid up. 

10,000 

10,000 

Liquidator of B. Co. Ltd. 

Uncalled Preference Capital 

Unallotted Preference Shares 

For 30,000 preference shares of £1 allotted os 
paid up to 10/- per share. 

15,000 

16,000 

30,000 

Liquidator of C. Company Ltd. 

Bank 

For purchase consideration for business. 

20,000 

20,000 

Uncalled Preference Capital 

Unallotted Preference Shares 

For 40,000 preference shares allotted to the 
public. 

40.000 

40,000 

Proforenco Shares Application 

Preference Shares Allotment 

Uncalled Preference Capital 

For 2/6 per share payable on application and 
2/6 per share payable on allotment on 40,000 
preference shares. 

5,000 

5,000 

10,000 

Bank 

Preferonce Shares Application 
Preference Shares Allotment 

For amounts paid on application and on allot¬ 
ment. 

10,000 

5,000 

6,000 

Preference Shares First Call ... 

Uncalled Preference Capital 

For first call of 5/- per share on 40,000 prefer¬ 
ence shares. 

10,000 

10,000 

Bank 

Preference Shares First Call 

For amount received from first call. 

8,760 

8,760 
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Note : The premium on purchase has been used to write down Goodwill. 
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EXAMINATION QUESTIONS. 

Question 1. 


The Balance Sheet of A.B. Co. Ltd. at January 1, 1940, was as follows :— 
Liabilities. Assets. 


Authorised and Issued 


Freehold Property 

. £74,000 

Capital— 


Patents 

. 26,000 

50,000 6% Preference 


Sto<*k 

. 22,000 

Shares of £1 each fully 


Debtors 

. 16,000 

paid . 

£50,000 

('ash 

1,000 

90,000 Ordinary Shares 


Profit and Loss Account 

23,000 

of £1 each fully paid 

90.000 



(>% Debentures £10,000 




Add Interest ac¬ 




crued 2,500 





12.500 



Creditors ... 

9,500 




£102,000 


£162,000 


The following schoine of reconst riu-t ion was passed and sanctioned by the 
shareholders :— 

(1) A new Company styled X,Y. Ltd. to bo formed to take over the 
business. 

(2) Two shares of 10/~ each fully paid in the new Company to be issued 
for every three ordinary shares in the old Company. 

(3) Six shares of 10/- each fully paid in the now Company to be issued 
for every five preference shares in the old (/ompany. 

(4) Debenture-holders to be paid in full by X.Y. Ltd. 

(5) The creditors to receive 70% of the sums due to them in fully paid 
shares of 10/- in the new Company in full settlement. 

(6) Patents and Profit and Lo.ss Account to be written off. 

(7) The arrears of dividend on cumulative proforcnco shares amounting 
to £3,000 to bo discharged by the issue of one share of 10/-- fully 
paid in the now Company for every twenty preference shares in the 
old Company. 

(8) Any balance available by the .scheme to bo used in writing down the 
Freehold Property. 

Show the necessary Journal and Cush Book Kntries in the books of A.B. 
Co. Ltd. and X.Y. Ltd. 

{Cominonu'calth Institute of Accountants.) 


Question 2. 

The consideration for the absorption of Cigarettes Limited by Tobacco 
Lunited, which w’ill increase its capital to cover the transactions, is as fol¬ 
lows :— 

(1) Acquiring all assets, including cash. 

(2) A.ssumption of the liabilities. 

(3) (a) Discharge of the Debenture debt at a premium of 10% by the 

issue of 0% Debentures of the absorbing Company. 

(b) A payment in Cash of £2, together with three shares of £1 each 
fully paid at an agreed value of £1/5/- for each share in Cigarettes. 
Limited. 

The following is the Balance Sheet of Cigarettes Limited at the proposed 
date of liquidation :— 







Reconstruction of Companies. 


171 


Balance Sheet as at Slst December^ 1936. 


Liabilities. 

Share Capital: 30,000 £6 
Shares fully paid ...£150,000 

5% Debentures ... ... 100,000 

Sundry Creditors. 20,000 

Employees* Savings Fund 2,000 

General Keserve. 10,000 

Profit and Loss A/c. ... 6,000 


£287,000 


Assets. 


OoodwiU 

,, 

£10,000 

Land 

,, 

50,000 

Plant 

.. 

110,000 

Patterns 

.. 

3,000 

Stock . 

,, 

70,000 

Cash in Hand and at Bank 

14,000 

Debtors 

... 

30,000 



£287,000 


Show the Journal entries only, closing off the books of Cigarettes Limited* 
and the opening Journal entries only in the books of Tobacco Limited. 

{Association of Accountants of Australia.) 


QtLeslion 3. 

Set out hereunder are the Balance Sheets as at the 30th June, 1937, of the 
Sellwell Company Limited and MadeweU Company Limited, manufacturers 
of a similar product. 

In order to eliminate competition and facilitate economical working it 
was agreed that the former Company should absorb the latter Company as 
on the abovomentioned date on the following terms and conditions:— 

(1) The Sellwell Company to— 

(a) Take over all the Assets and pay off all the Liabilities of the 
MadeweU Company and also pay the cost of absorption, £600. 

(b) Issue to the holders of shares in the MadeweU Company four 
fully paid shares for every six fully paid shares held. 

(2) Plant and Machinery taken over to be depreciated to the extent of 
10 por cent. Stock to be revalued at £20,000,‘and a provision for 
doubtful debts equal to 2 per cent, of Sundry Debtors to be made. 

State the Journal and Cash Book entries made in the books of the Sellwell 
Company and furnish its Balance Sheet as on the abovomentioned date after 
the absorption was completed. 


BALANCE SHEET OF THE SELLWELL CO. LTD. 


as at 30th June, 1937. 


Liabilities. 

£ 

Assets. 

£ 

Capital— 


Freehold Property 

... 60,000 

Nominal Capital 


Plant and Machinery 

... 40,000 

170,000 Shares 


Sundry Debtors ... 

... 30,000 

of £1 each 170,000 


Stock on Hand ... 

... 25,000 

Less Unallotted 


Cash in Hand 

100 

shares—40,000 


Bank of Ireland ... 

... 26,000 


Shares at £1 
each 40,000 


Paid-up Capital (in cash) ... 130,000 

Contingencies Keserve ... 10,000 

Provision for Taxation ... 3,000 

Sundry Creditors ... ... 20,000 

Profit and Loss. 17,100 


£180,100 


£180,100 
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BALANCE SHEET OF THE MADEWELL CO. LTD. 


as at 30th 

Liabilities. 

£ 

Capital— 

Authorised and Issued 
Capital 60,000 shares 
of £1 oac*h ... ... 60,000 

Sundry Creditors ... ... 10,000 

Bank of Wales ... ... 3,000 


£73,000 


June, 1937. 


Assets. 

£ 

Plant and Machinery 

... 30,000 

Sundry Debtors ... 

... 20,000 

Stock ... .... 

... 22,000 

Profit and Loss ... 

1,000 


£73,000 


{Federal Itiatiiuie oj Accountants.) 


Question 4. 

Tho X. Coy. Ltd. agreed to absorb the Y. Coy. Ltd. and the shareholders 
of Y. Coy. Ltd. gavo their consent to the exchange of seven (7) Ordinary 
Shares and ten (10) 6% Cumulative Preference Shares in The X. Coy. Ltd. 
for every twenty-five (26) Ordinary Shares held in the Y. Coy. Ltd. 

In the report of tho investigating accountants the market values of the 
shares of the X. Coy. Ltd. were assessed as follows : — 

£1 6% Preference Shares, 24/- per share, 

£1 Ordinary Shares, 36/- per share, 

and it was decided that these values should be regarded as the price at which 
these shares were issued to tho shareholders of the Y. Coy. Ltd. 

Tho Balance Sheets of the two companies at the date upon which the 
arrangement took place, and without giving effect to any adjustments re¬ 
commended by tho accountants, wore as follows :— 


THE X. COY. LTD. 


Liabilities. 


Assets. 


Authorised Capital: 


Freehold Land and Build¬ 


240,000 Ordinary Shares 


ings _ . 

54,291 

of £1 each 

£240,000 

Plant, Machinery and 


60,000 6%' Cumulative 


Equipment 

140,964 

Preference Shares of 


Shares in other Companies 

13,340 

£1 each 

60,000 

Stocks on Hand ... 

100,096 



Sundry Debtors and 



£300,000 

Amounts Outstanding 

31,644 

Issued Capital : 




162,742 Ordinary Shares 



of £1 each 

162,742 



60,000 6% Cumulative 




Preference Shares of 




£1 each 

60,000 




222,742 



General Reserve used 




wholly in the business 

.33,000 



Profit and Loss Appropria¬ 




tion Account . 

17,009 



Bank Overdrafts ... 

41,250 



Sundry Creditors and Bills 




Payable 

18,294 



Provision for Taxation ... 

8,040 




£340,335 £340,335 
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THE Y. COY. LTD. 

Liabilities. Assets. 

Authorised Capital; Freehold Land and Build- 


500,000 Shares of £ 1 each £500,000 ings .£68,450 

- Machinery, Plant and 

lasued Capital: Equipment ... ... 67,077 

215,000 Shares of £1 each Stocks on Hand ... ... 70,362 

Fully Paid ... ... 215,000 Sundry Debtors and 

Profit and Loss Appropria- Amounts Outstanding, 

tion Account ... ... 10,806 less Provision for Doubt* 

Sundry Creditors. 33,047 ful Debts . 11,482 

Provision for Taxation ... 1,800 Deposits at Call. 17,660 

Investments ... ... 21,165 

Cash at Bank ... ... 4,647 


£260,743 £260,743 


On the recommendation of the investigating accountants it was agreed that 
the following adjustments in the values of the Y. Coy. Ltd. assets be effected :— 

Stocks on Hand reduced by £8,300. 

Machinery, Plant and Equipment reduced by £5,000. 

To enable the scheme to be carried through, and to provide for further 
expansion, the Nominal Capital of the X. Coy. Ltd. was increased by the 
creation of an additional 460,000 Ordinary Shares and 240,000 6% Cumulative 
Preference Shares. 

Give effect to the matters mentioned above so far as they affect the X. 
Coy. Ltd. by tabular statement or Journal entries, and show in proper form 
the Balance Sheet of the X. Coy. Ltd. as it would appear immediately there¬ 
after. 

(Commonwealth Institute of Accountants.) 


Question 5. 

A. and Z. Limited is registered with a Nominal Capita) of £100,000 divided 
into 75,000 ordinary shares of £1 each and 25,000 8 per cent, cumulative 
preference shares of £1 each, to absorb A. Limited and Z. Limited on the 
following terms : 

A. Limited is to write off its assets. Plant and Machinery 25 per cent.. 
Stock 20 per cent., and Debtors 10 per cent. It is to receive from the new 
Company 30,000 ordinary shares paid to 12/6, and 5,000 preference shares 
fully paid. 

Z. Limited is to pay a dividend to its shareholders of 10 per cent. It is 
to receive from the new Company 20,000 fully paid ordinary shares and 10,000 
fully paid 8 per cent, cumulative preference shares and £1,000 in cash. 

The balance sheets, of Z. Limited and A. Limited before the absorption 
are shown below ;— 

Z. LIMITED. 

Balance Sheet as at 30th Juno, 1936. 

Liabilities. Assets. 


Paid up Capital ... 

... £20,000 

Cash at Bank 

£500 

Sundry Creditors ... 

... 11,600 

Sundry Debtors ... 

9,000 

Profit and Loss A/c. 

5,000 

Stock 

6,500 

Plant and Machinery 

9,500 



Land and Buildings 

... 11,000 


£36,500 


£36,500 
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A. LIMITED. 

Balance Sheet as at 30th June, 1936. 


Liabilities. 
Paid up Capital ... 
Simdry Creators ... 

.. £25,000 
10,500 

Assets. 

Sundry Debtors. 

Stock . 

Furniture and Fittings ... 
Plant and Machinery 

Profit and Loss Account ... 

£6,500 

13.600 
640 

14.600 
360 


£35,500 


£35,500 


You are required to sliow the Journal entries for above transactions and 
the balance sheet of A. and Z. Limited immediately after the absorption. 

{International Institute of AccourUarUs.) 


Question 6. 


The Balance Sheets of two Companies carrying on similar businesses were, 
at 30th J\me, 1036 :— 

A.B. CO. LTD.~>BALANCE SHEET. 


Capital, 40,000 Ordinary 

Buildings. 

£2,000 

Shares of 10/- fully paid £20,000 

Plant and Machinery 

5,000 

Reserve 

1,600 

Sundry Debtors £16,350 


Bank Overdraft ... 

1,460 

Less Provision 2,350 


Sundry Creditors ... 

2,686 


14,000 



Goodwill 

3,000 



Profit and Loss A/c. 

835 



Preliminary Expenses 

700 


£25,535 


£25,535 

X.Y. 

CO. LTD.- 

-BALANCE SHEET. 


Capital, 35,000 Shares 

of 

Freehold Property 

£18,000 

£1 each, fully paid 

... £36,000 

Plant and Machinery 

15,900 

Reserve 

1,950 

Sundry Debtors ... 

6,896 

Sundry Creditors ... 

1,646 

Cash at Bank 

3,000 

Profit and Loss A/c. 

6,200 




£43,796 


£43,796 


It was decided to amalgamate, all assets and liabilities being taken over 
by a new Company formed for that purpose. 

The new Company, to be called the Axby Manufacturing Co. Ltd., was 
registered with a nominal capital of £125,000, divided into 50,000 Preference 
Shares of £1 each and 75,000 Ordinary Shares of £1 each. The assets were 
taken over at book values, except the Plant and Machinery of both Companies, 
which were revedued at £6,000 and £14,000 respectively. The book debts 
of the X. Y. Co. were to be subject to a reserve of £500. 

The consideration for purchase was as follows ;— 

The A.B. Co. Ltd. was to receive £19,000 in fully paid Preference Shares, 
and the X.Y. Co. Ltd.. £50,000 in 20,000 Preference Shares and 30,000 Ordin> 
ary Shares. 

The Axby Co. offered a further 25,000 Ordinary Shares to the public, which 
were all subscribed for and paid up to lO/- per share. The expenses of 
amalgamation, £300, were borce by the Axby Mfg. Co. 

Show the necessary ledger accounts to close the books of the A.B. Company, 
and the Purchase Account, Cash Account, and Balance Sheet of the new 
Company. 


{Commonwealth Institute of Accountants.) 
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Qtteation 7, 

Two Companies which had been in active competition agreed to amalgamate 
as at 30th June, 1039. Their respective Balance Sheets at that date were as 
follows:— 

THE EASY COMPANY LIMITED. 


Liabilities, 


Assets, 


Capital: 


Freehold Property 

... £9,000 

20,000 shares of £1 each 


Stock-in-Trade 

2,000 

paid up to 15/- per 


Sundry Debtors ... 

... 3,500 

sheue. 

fl.’i.OOO 

Bills Receivable ... 

500 

Calls in Advance: 


Goodwill 

2,500 

(600 shares at 5/- per 

shcure). 

Sundry Creditors ... 

Bank Overdraft. 

150 

2,500 

500 

Profit and Loss ... 

650 


£18.150 £18,150 


THE X.L. TRADING 

COMPANY LTD. 


Liabilities, 


Assets. 


Capital: 


Leased Promises ... 

... £2,000 

15,000 shares of 10/- 


Motor Vehicles 

1,000 

each fully paid up 

£7,500 

Stock-in -Trade 

1,600 

Reserve Account ... 

1.500 

Simdry Debtors ... 

2,600 

Sundry Creditors ... 

750 

Investments 

1,000 

Bills Payable 

500 

Bank of Asia 

2,260 


£10,250 


£10,250 


The terms of amcdgamation were—Assets, except Ooodwill and Bank of 
both Companies to be written down by 10 per cent. Goodwill of the Easy 
Co. to be written down by £500, and a Goodwill Account then equal to that 
of the former Company raised in the books of the X.L. Company. Each 
Company to receive as consideration for the amalgamation shares in a new 
Company to be formed equivalent to the surplus assets taken over from the 
Company concerned. 

The new Company, called Easy X.L. Company Limited, was duly incor¬ 
porated with a Nominal Capital of £50,000 in Ordinary Shares of £2 each. 

The Bank Accounts were duly amalgamated and the shares issued to the 
old Companies as agreed. 

State the essential ledger accounts required to close the books of the old 
Companies and the journal entries to open the books of the new Company. 
Furnish Balance Sheet of the Easy X.L. Company Limited upon completion 
of the amcdgamation. 

{Association of Accountants of Australia,) 


Question 8. 

The Balance Sheet of Damon Limited as at June 30, 1942, was as under :— 


Bank Overdraft ... ... ... ... ... £1,728 

Simdry Creditors ... ... ... ... ... 3,649 

Provision for Taxation ... ... ... ... 2,800 

Paid-up Capital in £1 shares fully paid ... 60,000 

General Rerorve ... ... ... ... ... 5,000 

Profit and Loss Appropriation Account... ... 8,923 

- 82,100 


Cash in Hand ... ... ... ... ... 75 

Sundry Debtors ... ... ... ... ... 6,417 

Stock on Hand ... ... ... ... ... , 9,876 

Prepayments ... ... ... ... ... 348 

10,000 Shares in Pythias Ltd. ... ... ... 12,500 

Machinery and Equipment . 21,184 

Land and Buildings ... ... ... ... 28,200 

Goodwill . 3,500 

- 82,100 
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At the same date, the Balance Sheet of Pythias Limited was as under.:— 


Sundry Creditors . 

Bills Payable . 

Provision for Taxation 

Paid-up Capital in £1 shares fuUy paid 

Profit and Loss Appropriation Account 


2.848 
1,923 
1,600 

50,000 

8.849 

- 66,220 


Cash in Hand 

Cash at Bank . 

Sundry Debtors 
Stock on Hand 
Prepa5nii0nt3 

20,000 shares in Damon Limited 
Machinery and Equipment 
Land and Buildings 


80 

3,874 

7,488 

8 , 32^1 

295 

22,000 

10,719 

12,440 

- 65,220 


The two companies decided to merge as at Jime 30, 1942, and the following 
plan was agreed to and carried into effect:— 

Pythias Limited to be wound up and its assets (other than shares in Damon 
Limited) and liabilities to be taken over by Damon Limited at Balance sheet 
values, except that the value of Goodwill was to bo subject to adjustment. 

Shareholders in Pythias Limited (other than Damon Limited) were to 
receive five shares in Damon Limited, credited as fully paid up, in exchange 
for every four shares held in Pythias Limited. The nominal capital of Damon 
Limited was sufficient to allow for the issue of these shares. Shares in Damon 
Limited were to bo, taken as worth 24/- a share. The shares in Damon 
Limited already held Pythias Limited were to be used as part of this 
consideration. 

Ignoring liquidation expenses of Pythias Limited :— 

1. Give the journal entries to close the books of Pythias Limited; 

2. Give the journal entries to record the transaction in the books of 
Damon Limited, and the balance sheet of that company as on the 
completion of the merger. 

{Commonwealth Institute of Accountants.) 


Question 9. 

The Balance Sheets as at 30th Jime, 1940, of two Companies conducting 
a similar line of business were:— 


THE V.W. COMPANY LIMITED. 


Liabilities. 

Capital—40,000 Ordinary 
Shares of £1 each, fully 


Assets. 

Freehold Land and Build¬ 
ings . 

£5,000 

paid 

£40,000 

Machinery and Plant 

9,000 

Reserve A/c. 

3,000 

Goodwill 

6,000 

Bills Payable 

2,500 

Sundry Debtors £32,700 


Sundry Creditors ... 

2,670 

Less Provision for 


Bank of India . 

2,900 

Doubtful Debts 4,700 



£51,070 

r. €tnd L. Appropriation 
Preliminary Expenses 

28,000 

1,500 

1,570 

£51,070 
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THE T.U. COMPANY LIMITED. 


LiahUitiea, 


Assets, 


Capital—140,000 Ordinary 


Buildings .. 

... £36,000 

shares of 10/- each, fully 


Plant and Machinery 

... 30,000 

paid . 

£70,000 

Motor Vehicles 

1,800 

Reserve A/c. 

3,000 

Sundry Debtors ... 

... 13,792 

Sundry Creditors. 

3,000 

Bank of Canada ... 

6,000 

Bills Payable 

. 292 



Profit and Loss Appropria¬ 




tion 

10,^00 




£87,692 


£87,592 


After negotiations it was agreed to enter into a Scheme of Amalgamation : 
a now Company, called T.U.V.W. Company Limited, to be formed for that 
purpose and to take over all Assets and Liabilities. It was agreed that the 
new Company should accept the old Companies* book value of Assets except 
that a Provision for Doubtful Debts of £1,000 be raised in respect to T.U. 
Company Debtors, and in the case of Plant and Machinery and Motor Vehicles, 
which wore re-valued at—V.W. Company £11,000, T.U. Company £28,000 
and £1,000 respectively. 

As consideration for the transfer, the V.W. Company to receive £38,000 
in fully paid £1 Preference Shares, and the T.U. Company £80,000, satisfied 
by the allotment of 40,000 fully paid £1 Preference Shares and 40,000 Ordinary 
Shares of £1 each. 

The new Company had an Authorised Capital of £200,000 divided into 
100,000 Preference Shares of £1 each and 100,000 Ordinary Shares of £1 each. 

60,000 of the Ordinary Shares were offered to the Public, and fully sub¬ 
scribed on the terms of 5/- per share with application, and 6/- per share 
upon allotment. The shares were duly allotted. 

Expenses of incorporation and amalgamation £500, together with compensa¬ 
tion to employees not taken over by the new Company £2,000, wore duly 
paid by the new Company. 

Show the final accounts (Ledger only) to close the old Companies* books, 
and furnish the new Company’s Balance Sheet after completion of the trans¬ 
action. 

{Federal Institute of Accountants.) 


Question 10. 

A. Pty Ltd. and B. Pty Ltd. have decided to amalgamate and extend 
operations. For this purpose it is proposed to register a new Company 
XY Ltd. which will acquire certain of the Assets and take over the whole of 
the Liabilities of the existing Companies. 

The Boards of Directors of A. Pty Ltd. and B. Pty Ltd. submit to you tlie 
Balance Sheets of the two Companies as at 30th June, 1938, which are sum¬ 
marised as follows :— 


Liabilities. 

A, PTY 

£ 

LTD. 

Assets. 

£ 

Trade Creditors ... 

3,000 

Cash at Bank 

1.000 

General Reserve ... 

2,500 

Sundry Debtors ... 

3,600 

Paid Up Capital 


Stock 

7,000 

10,000 Shares of £1 each 

10,000 

Plant 

4,600 

Profit and Loss Appropria¬ 
tion Account 

500 

£16,000 

Goodwill 

£16.000 
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B. PTY LTD. 


Liabilities. 

£ 

Assets. 

£ 

Trade Creditors ... 

Paid Up Capital 

4,700 

Cash at Bank 

Sundry Debtors 

600 

11,000 Shws of £1 each 
Forfeited Shares 

11,000 

Customers ... 2,000 

Directors.1,500 


Reserve Account 

300 

— 

3,600 

(Being amount paid on 


Stock 

4,500 

1,000 Shares forfeited) 

£16,000 

Plant 

Goodwill 

Profit and Loss Appropria¬ 
tion Account 

6,000 

1,000 

600 

,£16,000 


They inform you that:— 

(1) XY Ltd. will be registered with an authorised Capital of 60,000 
Ordinary Shares of £1 each of which 20,000 Shares will be offered 
to the public. 

(2) It will take over all of the Assets of the two existing Companies 
except the Directors' Accounts owing to B. Pty Ltd. and £250 of the 
Cash Balances of each Company which will be retained by them. 

(3) The purchase consideration in the case of each of the existing Com¬ 
panies shall be an amount equal to 12^ times the average annual 
Net Profits of each Company for the last five years. 

(4) Shares in XY Ltd. will be issued to the Shareholders of the existing 
Companies in satisfactilon of such purchase considerations. 

You will find that Net Profits for the last five years have been as follows :— 




A. Pty 

B. Pty 



Ltd. 

Ltd. 



£ 

£ 

Year ended 30th June, 

1934 

1,800 

1,000 

Year ended 30th June, 

1935 

700 

500 




(Loss) 

Year ended 30th June, 

1936 

900 

700 

Year ended 30th June, 

1937 

... 1,500 

950 

Year ended 30th June, 

1938 

1,100 

850 


Write a brief report to the Boards of Directors of the existing Companies 
setting out:— 

(1) The aggregate number of Shares to be issued by the new Company 
to the Shareholders of each of A. Pty Ltd. and B. Pty Ltd. and the 
manner in which those Shares are to be apportioned between those 
Shareholders. 

(2) The Balance Sheet of XY Ltd. as it would appear if the arrangements 
had been completed as at 30th June, 1938. 

(3) How you arrive at the Goodwill figure in such Balance Sheet. 

{The Institute of Chartered Accountants in Australia.) 


Question 11. 


The ledger balances of Tex Ltd., Lex Ltd., and Wex Ltd. on 31st December 
last wore as follows :— 


Credits. 

Nominal Capital— 

Tex. 

Lex. 

Wex. 

Totals. 

Ordinary Shares ... 
Nominal Capital— 

£40,000 


£12,000 

£62,000 

Ordinary Shares ... 
Nominal Capital— 


£62,500 


62,500 

Preference Shares... 
Debentures 

10,000 

30,000 


30,000 

10,000 

Creditors 

6.999 

14,125 

3,822 

23,046 

Bills Payable . 


480 

480 

Reserves 

13,588 

16,000 

3,400 

32,988 

Profit and Loss 

6,198 

21,726 

1,236 

28,158 
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Question 11 continued. 


Dedtte. 


Freehold . 


47,013 


4,144 

61,157 

Machinery and Plant ... 


8,179 

17,333 

2,059 

27,571 

Debtors 


5,464 

1,556 

2,124 

9,144 

Prepa 3 nnents 


1,261 

1,261 

Bank . 


1,475 

5,120 

1,481 

8,076 

Stock-in-Trade 


12,654 

36,643 

1,961 

51,258 

Goodwill . 


42,290 

7,688 

49,978 

Investments . 



22,627 


22,627 

Shares in Tex Ltd. 



10,000 


10,000 

Shares in Wex Ltd. ... 



3,000 


3,000 

Debentures in Tex Ltd. 

... 


6,000 

1,000 

6,000 


They decide upon the following terms for amalgamation under the title 
name of “ Consolidated Concerns Ltd.” 


* * Consolidated Concerns Ltd.’* was registered with a nominal capital of 
£300,000 divided into 60,000 Preference Shares of £1 each and 250,000 
Ordinary Shares of £1 each. Shareholders of the liquidating companies 
are to receive as consideration for their shares, as to— 

Tex. Ltd.—^Three Ordinary shores for each two shares held or alternatively 
30/-d. per share in cash. 

Lex. Ltd.—One Preference share for each Preference share or pajrment at 
par in cash, and eight Ordinary shares for each five ordinary shares held 
or alternatively 30/-d. per sheue in'cash. 

Wex. Ltd.—^Four Ordinary shares for each three shares held or. alternatively 
25/~d. per share in cash. 

The following shareholders elected to be paid in cash : Tex Ltd. 1,000 shares. 
Lex Ltd. 1,600 Preference and 5,000 Ordinary shares. Wex Ltd. 1,500 shares. 
Hie shares in Tex Ltd. and Wex Ltd. held by Lex Ltd. as part of its invest* 
ments, are not acquired by Consolidated Concerns Ltd. on the terms stated, 
but on completion of the amalgamation are cancelled in its books. The 
Debentures other than those held by Lex Ltd. and Wex Ltd. are paid off in 
cash. 

9,000 Preference and 25,000 Ordinary Shares are subscribed and fully paid 
in cash. Costs of ameJgamation, £2,500 were paid by Consolidated Concerns 
Ltd. 

,Write up Consolidated Concerns Ltd. Journal and Cash Book and submit 
ts balance sheet on completion of the amalgamation. 

(Federal Institute of Accountanta,) 


Question 12. 

The Directors of the two Companies, Veneers Limited and Panels Limited, 
which are engaged in the same class of business, having completed negotiations 
for a merger as and from July 1, 1941, agreed as foUow :— 

(1) A new Company was to be formed entitled Woodworkers Limited, 
with an Authorised Capital of 250,000 shares of £1 each, comprising 
160,000 Ordinary Shares and 90,000 6% Cumulative Preference 
Shares. 

(2) All assets of the two Companies, including Goodwill, were to be taken 
over by the new Company subject to the foUowing adjustments:— 

(a) Buildings and Plant at 90% of their stated values; 

(b) Vehicles and Furniture at 80% of their stated values ; 

(c) Provision for Doubtful Debts of 2% to be made against Debtors 
of Veneers Limited; 

(d) Goodwill of each Company was to be valued on the basis of 
three years’ purchase of its average annual net profits, which 
were agreed to as Vedeers Limited £15,000 and Panels Ldmited 
£8,360. 

(3) The Debenture Holders in Veneers Limited were to receive 50,000 
Preference Shares in Woodworkers Limited in lieu of their Debentureii. 


N 
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(4) The Pjreference Shareholders in Panels Limited were to receive 
40,000 Preference Shares in Woodworkers Limited in place of their 
present holdings. 

(5) The amounts due to Bankers and Trade Creditors of Veneers Limited 
and Panels Limited were to be taken over and discharged by the 
new Company. 

(6) The expenses of winding up Veneers Limited and Panels Limited 
and of the formation of Woodworkers Limited, estimated at £1,500, 
were to be paid by the new Company. 

(7) Veneers Limited and Panels Limited were to be respectively entitled 
to receive fully paid Ordinary Shares in Woodworkers Limited in 
further satisfaction of the transfer of their undertakings. 

The Balance Sheets of the existing Companies as at Jime 30, 1941, were :— 


VENEERS LIMITED. 


Capital— 



Freehold Land 


£9,080 

Ordinary Shares 

of £1 


Buildings ... 


18,000 

each ... 


£80,000 

Plant 


24,000 

General Reserves 


15,000 

Furniture ... 


800 

Profit and Loss Account 

5,000 

Debtors 


48,000 




Stocks 


45,840 



£100,000 

Bankers 


4,600 

Debentures 


60,000 

Goodwill 


14,680 

Trade Creditors ... 


15,000 






£165,000 



£165,000 



PANELS LIMITED. 



Capital— 



Plant 


£16,000 

Ordinary Shares 

of £1 


Vehicles 

... 

3,000 

each ... 


£50,000 

Debtors 

£41,000 


Preference Shares 

of £1 


Leas Reserve 

4,000 


each ... 


40,000 



37,000 




Stocks 


4,000 



£90,000 

Patent Rights 


2,120 

Profit and Loss Dr. Balance 

8,000 

Goodwill 


44,880 


£82,000 

Trade Creditors & Bankers 25,000 

£107,000 £107,000 


Prepare :— 

(1) Journal entries recording the arrangement in the books of Panels 
Limited. 

(2) Statements showing how the number of Shares receivable by Veneers 
Limited is ascertained. 

(3) Balance Sheet of Woodworkers Limited as it would appear after 
the merger. 

{Comnwnwealth InstitxUe of AccourUarUs.) 


Question 13. 

The Directors of the Amora Company Limited, owing to trading reverses, 
convened meetings of shareholders euid debenture-holders, and submitted 
to the respective meetings the Balance Sheet of the Company as at Slst 
March, 1946, together with the following scheme of reconstruction, which 
scheme was unanimously adopted, viz.;— 
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(1) That another Company, to be called the United Company Ltd., 
be formed to take over the assets and liabilities of the Company, as 
on the 3 let March, with the exception of the provision for taxation, 
subject to the condition that any surplus remaining after payinent 
of taxes is to be handed over to. and any deficiency is to be provided 
by, the new Company. 

(2) That the debenture holders in the Company accept 8% cumulative 
preference shares, fully paid, in exchange for their debentures. 

(3) That the preference shareholders in the Company receive two 8% 
cumulative preference shares, fully paid, in the new Company for 
every four of their present holding. 

(4) That the ordinary shareholders in the Company receive two ordinary 
shares, paid up to 15/- per share, in the new Company for every four 
of their present holding. 

(6) That the costs of liquidation bo paid by the new Company. 

The Balance Sheet, as on 31st March, 1946, of the Amora Company Limited 
was as follows :— 


NOMINAL CAPITAL— 

75,000 6% Cumulative Preference Shares of £1 each ... 

125,000 Ordinary Shares of £1 each ... ... ... ... ll:.3,000 

200,000 

Lt88 Unissued— 

15,000 6% Cum. Prof. Shares . £15,000 

60,000 Ord. Shares . 60,000 

- 75,000 


125.000 

Less Profit and Loss Appropriation Account ... 29,000 

Shareholders’ Funds ... ... ... ... 96,000 

Fixed Liabilities — 

Debentures 6% ... ... ... ... ... 60,000 

Current Liabilities — 

Provision for Taxation ... ... ... ... 4,000 

Sundry Creditors ... ... ... ... ... 6,000 

- 10,000 


166,000 


Fixed Assets-- 


Freehold Land and Buildings 

. 37.500 

Leaseholds 

. 22.000 

Improvements on Leasehold.s 

. 7,500 

Plant and Equipment... 

. 53,500 

Current Assets — 


Stock in Trade 

. 36.000 

Sundry Debtors 

. 5,000 

Bank 

. 4,500 


120,500 


45,500 


£166,000 


The United Company Limited was registered on 20th May, 1946. The 
Company has indemnified the Liquidator of the old Company against any 
further liability in respect to taxation. 

Show the Journal entries to bo made by the Liquidator in the books of 
the old Company to record those transactions, and write up the Liquidation 
Account, Shareholders’ Distribution Account and Cash Book. 

{Commonwealth Institute of Accountants,) 
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TERMS USED. 


Collateral Security. 

A collateral security is one which is given in addition to the 
principal security, usually, but not necessarily, as a secondary 
security. Thus a person who borrows money on mortgage (which 
is the principal security) may deposit shares with the lender as 
collateral security. 

Contributory. 

A contributory is, according to the various Companies Acts, 
a person liable to contribute to the assets of a company in the event 
of its being wound up, and includes any person alleged to be a 
contributory until the list of contributories has been definitely 
settled. It also includes a person who continues to be a shareholder 
until the winding up. The New South Wales Act includes a holder 
of fully paid-up shares unless the context otherwise requires. 
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Cumulative Preference Shares. 

Shares issued on terms that should the preferential dividend 
not be paid (in whole or in part) in any year or years, the right to 
receive the balance (or the whole) remains until the whole is paid. 
Such accumulated dividend must be paid out of any available 
profits before any other dividend, either on preference or ordinary 
shares in any succeeding year. 

Defunct Company. 

One which the Registrar of Companies has cause to believe is not 
carrying on business and which he is permitted to “ strike oflf the 
register after certain formalities are complied with. 

Fixed Charge. 

A charge on specific property as contrasted with a floating charge 
(q.v.). 

Floating Charge or Security. 

An equitable charge on the assets for the time being of a going 
concern. It attaches to the subject charged in the varying con¬ 
dition it happens to be in from time to time. A specific charge 
attaches to specific property. A floating charge does not; it only 
becomes fixed when it crystallizes. It is a charge in equity on 
the property for the time being in existence; it may change, 
therefore, from time to time in accordance with the assets of the 
company. It need not be over the whole of the assets of the com¬ 
pany. It does not prevent a company from dealing with its pro¬ 
perty in the ordinary course of business. 

Voluntary Liquidation. 

When a company is being wound up by resolution of its share¬ 
holders it is said to be in voluntary liquidation (except in those 
cases where a compulsory liquidation originates from a resolution 
of members). 

The main distinction between compulsory and voluntary liquida; 
tion is that the former is controlled by the Court and the latter 
by members or creditors. 


INTRODUCTION. 

Ijiquidation is the process by which a company is wound up and 
legally ceases to exist. This course may be adopted for any of the 
following reasons :— 

(a) altered conditions may make the continued existence of 
the company undesirable or impossible. 

(b) the company’s financial and trading position may have 
deteriorated due to inefficient management inaMng, it 
impossible to carry on. 

(c) it may be desired to engage on some operations not pro¬ 
vided for in the memorandum and in such case the com¬ 
pany may wind up and reconstruct. 
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(d) due to lack of sufiScient capital or other causes the company 
may liquidate with the object of amalgamating with another 
company. 

(e) on completion of the sole object of the company, it will 
wind up. 


METHODS OF LIQUIDATION. 

The Companies Acts of the various States provide for winding-up 
in any of the following ways :— 

1. Voluntary liquidation. 

2. Voluntary^ liquidation under the supervision of the Court. 

3. Compulsory liquidation where a company is wound up 
by the Court. 

Voluntary Liquidations. 

A company may wind up voluntarily if its shareholders pass a 
resolution to that effect. This may be done in one of three ways, 
viz. :— 

(a) when the period, if any, fixed for the duration of the com¬ 
pany by the Articles expires, or an event occurs in which 
case the Articles provide that the company shall be dis¬ 
solved, and the shareholders in general meeting have 
passed an ordinary resolution to wind up voluntarily; or 

(b) where the shareholders have passed a special resolution 
to wind up voluntarily ; or 

(c) where the shareholders have passed an extraordinary 
resolution (special resolution in Western Australia) that 
it cannot, by reason of its liabilities, continue operations, 
and that it is advisable to wind-up. 

Liquidation Subject to Supervision of The Court. 

When a Company has passed a resolution for voluntary winding 
up, the Court may order that the voluntary winding up shall con¬ 
tinue, but subject to such supervision by the Court, and with such 
liberty for creditors, contributories, or others to apply to the Court, 
and generally on such terms and conditions as the Court thinks just. 

This niode of winding up is relativel}^ a rare occurrence since the 
interests of creditors are protected by certain provisions applicable 
to a voluntary liquidation. 

Compulsory Liquidation. 

A company may be wound up by the Court:— 

(a) if it has by special resolution resolved to be wound up by 
the Court. 

(b) if default is made in filing the statutory report or in holding 
the statutory meeting of members. 

(c) if it does not commence business within a year of its incor¬ 
poration, or suspends business for a whole year. 
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(d) if the number of its members is reduced below the statutory 
minimum which is :— 

(i) in the case of a private or proprietary company, two, 
and 

(ii) in the case of any other company :— 

7 in New South Wales, Queensland and Tasmania. 

6 in Victoria, South Australia, and Western Australia. 

(e) if the Company is unable to pay its debts. 

(f) if the Court is of opinion that it is just and equitable that 
the Company should be wound up. 

A company is deemed unable to pay its debts :— 

(a) if a creditor for more than £50 (South Australia and Western 
Australia £25) serves on the company a written demand for 
payment and the company has for three weeks thereafter 
neglected to pay or secure or compound for the debt to his 
satisfaction. 

(b) if execution or other process issued on a judgment is 
returned unsatisfied in whole or in part. 

(c) if it is proved to the Court’s satisfaction that the company 
is unable to pay its debts. 

Effect of Liquidation. 

Where a company goes into liquidation, it ceases to carry on its 
business except in so far as is necessary for the beneficial winding 
up thereof. A liquidator is appointed to take full control of the 
company’s affairs and proceed to realize the assets and discharge 
the liabilities. As from the commencement of the liquidation the 
powers of the directors cease except to the extent the members or 
the liquidator authorise the continuance of their powers. 


CONTRIBUTORIES. 

According to the various Companies Acts, a contributory is a 
person liable to contribute to the assets of a company in the event 
of its being wound up. It includes any person deemed to be a 
contributory imtil the list of contributories has been finally settled. 
It also includes persons who continue to be shareholders until the 
winding up. In fact a holder of fully paid shares may be classed 
as a contributory for the purpose of adjusting the rights of contrib¬ 
utories among themselves (see post). 

There are two classes of contributories, viz. :— 

(1) present members whose names are entered on the “ A ” 
hst and who are registered members of the company at 
the beginning of the winding up, and 

(2) past members whose names are entered on the “ B ” list 
and who have been registered members at any time during 
the twelve months immediately preceding the, commence- 
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merit of the winding up, and who at the time of liquidation 
no longer hold any shares. 

This list would include those members whose shares 
were forfeited, surrendered or transferred within twelve 
months of the winding up. 

The members on the A ” list are primarily responsible to con¬ 
tribute to the assets of the company hut only to the extent of the 
amount unpaid on their shares. This list is determined by the 
liquidator. 

A past member whose name appears on the “ B ” list is not liable 
to contribute in respect of shares unless the Court is of opinion 
that the present members are unable to meet the contributions 
demanded of them in order to pay the company’s debts and costs 
and expenses of liquidation. The liability in respect of shares 
shown in the “ B ” list is the amount remaining unpaid on such 
shares taking into consideration the amount pcaid to the company 
by both the present and past members. The liability is further 
restricted to an amount sufficient to pay the debts contracted 
before the “ B ” contributory ceased to bo a member in relation 
to such shares. 

Power of the Liquidator to Make Calls. 

At any time after the commencement of the winding up the 
liquidator* may make calls on all or any of those who appear on the 
list of contributories but only to the extent of their liability to 
pay all or any sums he deems necessary to discharge the liabilities 
of the company and the expenses of liquidation, and for the pur¬ 
pose of adjusting the rights of the contributories amongst them¬ 
selves. 

In making such calls the liquidator may take into consideration 
the possibility that some contributories may fail to pay their calls. 

Set-off. 

A contributory in a winding up cannot set-off a debt owing to 
him by the company against a call. . This is so, whether the call 
is made before or after winding up. The purpose of this is to 
prevent the creditor obtaining any preference over the other credi¬ 
tors. 

However, where the contributory is a bankrupt the trustee in 
bankruptcy and the liquidator of the company may set-off mutual 
debts. 

An example of this would be where a shareholder is owed £80 
by the company and a call is made on him for £50. If this share¬ 
holder becomes bankrupt his trustee would apply the rule of set-off 
and claim against the liquidator for £30 only, i.e., the balance owing 
to the shareholder after deducting the unpaid call. 

Adjusting the Rights of Contributories. 

When all creditors’ claims have been paid in full, the assets 
remaining belong to the shareholders. The distribution of this 
balance is simple where there is onl}’^ one class of shares issued which 


♦In a compulsory winding up, although the Court is empowered to settle 
the list of contributories and make calls, etc., in practice this power is delegated 
to the liquidator. 
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are paid up to a uniform amount. However, where there are 
different classes of shares with var3dng amounts paid up on them, 
the problem of distribution of any surplus becomes more involved. 

As a general rule in winding up a company there are insufficient 
assets remaining to repay shareholders’ capital in full. In such 
case it is necessary to consider the rights of the different classes of 
members as among themselves. The following summarises the 
position :— 

(a) outside creditors must be paid in full before any return of capita 
may be made to members. Preferential claims must be paid first 
after secured creditors have l:>een satisfied (and see page 189). 

(b) amounts owing to members for calls paid in advance and interest 
thereon are payable after outside creditors’ claims but before any 
return of any paid up capital is made to members. 

((j) after outside creditors are paid in full, any surplus assets belong to tlie 
shareholders to be distributed according to the provisioni of the 
Memorandum and Articles. 

(d) preference shareholders have no priority as to return of capital vnless 
this is specifically provided for in Memorandum or Articles of 
Association. Therefore the fact that the Articles may give preference 
shareholders a prior claim over ordinary shareholders for dividends, 
does not necessarily mean they have priority as to repayment 
of caf)ital. 

Similarly deferred shareholders are not deferred as regards 
repayment of capital imless this is specially provided for in the 
Memorandum or Articles of Association. 

subject to tho Memorandum and Articles of Association any loss of 
capital consecpient on winding up must be borne by shareholders pro 
rata to tho NOMINAL value of their sliaros. This was decided in 
“ Maude’s (/ase.”* For cxamjde suppose tho capital of a company 
consisted of 100,000 preference shares of £1 each paid in full, and 
100,000 ordinary shares of £1 each paid to 15/- and as a result of 
winding uf) there was a loss of (capital of £10,000. If preference 
share))oldors liad no priority as to return of (;apital the loss would be 
allocated thus :— 

Preferenc^e Shar es bear 100,000/200,000 of £10,000 == £5,000. 

Ordinary Shares boar 100,000/200,000 of £10,000 — £5,000. 

However where jireforonce shares carry preference as to return of 
capital, tlie whole of tho loss must be borne by shareholders of other 
classes. It may be necessary therefore to make calls on tliese other 
classes in order to pay off preference shareholders. 

(f) Wliero the Articles provide special conditions for tho adjustment of 
tlie loss on licpiidation to bo borne by members, such conditions must 
be followed. Thus, if the Articles provide that the loss is to be borne 
by the members in proportion to the capital paid up, or which ought 
to bo paid up at tlie commencement of the winding up, the rule of 
Maude’s Case does not apply.f 


♦Hodges’ Distillery Co. (Limited) Maude’s Case (1871) 23 L.T.R. 749. 
tKinatan (Borneo) Rubber Limited (1923) 1 Ch. 124. 
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(g) Where shares of some members are fully paid and others 
partly paid, the general rule is for the liquidator to make 
calls to equalize the shares. 

It may be necessary, however, to make a call on one 
class of shareholder so that the amount due to the other 
class may be paid. For example the Authorised Capital 
of a com})any consisted of 40,000 ])reference shares of £1 
paid to 15/- each and 40,000 ordinary shares of £1 paid 
to 5/- each. Preference shares had no f)riority as to return 
of capital. There was a loss on licjuidation of £30,000. 
This loss would be borne equally by each class and thus 
it would be necessary for the licpiidator to make a call of 
2/6 per share on the ordinary shares in order to pay what 
is due to ))reference shareholders. 


40,000 Preference Shares paid up to ] 5/- eacli £30,000 
Less sliare of loss ^ of £30,000 . . 15,000 


40,000 Ordinary Shares paid up to 5/- 

each £10,000 

Call of 2/(i [)er share . . . . 5,000 15,000 


£15,000 


Lefifi Sliare of los.s ^ of £30,000 . . 15,000 nil 


(h) Where some shareholders fail to ])ay a call made by the 
liquidator and the amount cannot be r(*covere(l, the liquida¬ 
tor in arriving at what is due to or by shareholders must 
omit the holdings of the defaulting shareholders. For 
example su])pose a Company having an issued capital of 
40,000 shares of £1 each paid to 10/- each went into liquid- 
tion. Assume also that the only asset the liquidator held 
was cash £6,000 aftt'r paying creditors. The liquidator 
made a call of 10/- per share but n^xuved £18,000 only, the 
balance being irn^coverable. In apnortioniiiLr the loss to 
shareholders the li(]uidator would omit tlu> 4.()0() share s 
on which the call w as unpaid as t])e s(> would be forfeited . 

Nominal value of Shares £3t),()0() 

Le,s{{ cash available 24,()()() 

Loss of Capital . . . . - £12,000 

Thus each shareholder would lose;- 
of £1 — 6/8d. 

(i) Where there is a profit on liquidation, the amount thereof 
s divided among shareholders pro rata to the nominal 

value of their shares unless the Memorandum or Articles 
of Association provide otherwise. 

Rights of Preference Shareholders. 

Preference shareholders as such have a prefenMU-e as to j)ayment 
of declared dividends over other shareholders. 

However there has been a certain amoiml of confusion as to 
whether arrears of cumulative preference dividends should be paid 
on the winding up of a company. This confusion will not arise 
if the memorandum and articles of association ck'arly make pro¬ 
vision for this contingency. 
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In Re New Chinese Antimony Co. Ltd. (1916) 2 Ch. 115 it was 
decided that preference dividends in arrears to the date of the com¬ 
mencement of the winding up had preference over the claims of 
ordinary shareholders on the grounds that the regulations of the 
company gave preference shareholders, in the event of liquidation, 
a right to receive arrears of dividend (if any) out of the surplus 
remaining after paying outside creditors. It might be mentioned 
that the assets of this company were sold at a decided profit. 

It appears however that the question depends on the conditions 
in the memorandum and articles governing the issue of preference 
shares. Where no provision is made in these documents for arrears 
of preference dividends, any surjilus held by the liquidator after 
paying outside creditors and shareholders’ paid-up capital should 
be distributed pari passu amongst the various groups of share¬ 
holders, no account being taken of any arrears of dividend. (Syston 
and Th'urmaston Gas Co. (1937) 2 A.E.R. 322.) 


CREDITORS’ CLAIMS. 

As mentioned earlier in this chapter, on realizing the assets it 
is the duty of the liquidator to discharge the debts and liabilities 
of the company. 

Generally in all States the rules in Bankruptcy prevail as to 
the rights of secured and unsecured creditors, and provable debts. 
The position relative to preferential claims varies somewhat in 
the various States according to the different Companies Acts. 

Preferential Claims. 

The “ relevant ” date referred to hereunder is:— 

(a) in the case of a conqiany ordered to hii wound up com¬ 
pulsorily, the date of the winding up order, and 

(b) in any other case the date of the commencement of the 
winding up. 

The claims which must be paid in priority to ordinary unsecured 
creditors are broadly as follows:— 

1. The costs, charges, and expenses of the winding up including 
the remuneration of the liquidator. In New South Wales, 
Victoria and South Australia, these costs, etc., include 
solicitors’ costs and auditors’ fees relative to the winding up. 

2. (a) All wages or salary including commission other than an 

overriding commission of any clerk, servant or com¬ 
mercial traveller. 



Maximum ' 

State 

! 

Amount. Period of Time. 


N.S.W., Vic., S.A., 
W.A. 

Tas. 

Q’ld. 


£50 

£100 

£50 


i Within 4 months before the relevant date. 


9f 


99 99 99 99 99 99 

99 99 99 99 99 99 , 


„ 0 „ 
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(b) In all States, all wages of any workman or labourer 
(in South Australia not exceeding £25, in New South 
Wales and Western Australia, not exceeding £50) 
whether payable for time or piece work for services 
rendered during the following periods before the relevant 
date :— 

New South Wales, Victoria, South Australia, Western 
Australia and Tasmania—4 months. 

Queensland—6 months. 

‘1. In New South Wales and South Australia all land and income 
taxes assessed prior to the relevant date, and having become 
due and payable within the preceding twelve months, not 
exceeding in the whole one year’s assessment. 

Income Tax. 

Section 221 (b) (ii) of the Income Tax Assessment 
Act, 1936-48 states that :— 

“ Notwithstanding anything contained in any other Act 
or State Act ”— 

The liquidator of a company which is being wound up 
sliall apply the assets of the company in payment of 
tax due under this Act (whether assessed before or after 
the date of the commencement of the winding up) in 
j)riority to all other unsecured debts : 

Provided that, where, under the law of any State re¬ 
lating to the payment of debts on the winding up of a 
company, debts of the classes specified in paragraph (a), 
(d) or (e) of subsection (1) of section eighty-four of the 
Bankruptcy Act, 1924-47, are preferred to all unsecured 
debts (liu*. to the Crown in the right of that State, debts 
of those classes may also be paid in priority to any tax 
due under this Act.” 

This means that Income Tax is now preferential for all 
assessed amounts and ranks in priority after costs of 
administration and wages and, salaries. 

Income Tax Deductions — 

Section 221 P of the Income Tax Assessment Act, 1936- 
1948 states :— 

(1) Where an employer makes a deduction for the purpose 
of this Division, or purporting to be for those purposes, 
from the salary or wages paid to an employee and fails 
to deal with the amount so deducted in the manner 
required by this Division, or to affix tax stamps of a face 
value equal to the amount of the deduction as required, 
by this Division, as the case may be, he shall be liable, 
and where his property has become vested in a trustee, 
the trustee shall be liable, to pay that amount to the 
Commissioner. 
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(2) Notwithstanding anything contained in any other Act 
or State Act, an amount payable to the Commissioner 
by a trustee in pursuance of this Section shall have 
priority over all other debts, whether preferential, 
secured or unsecured. 

The term ‘‘ trustee ** includes the liquidator of a company, 
and thus in a company liquidation in any State of the 
Commonwealth, these income tax deductions must he paid 
first in priority to all other debts. 

4. In New South Wales, South Australia and Tasmania all 
amounts not exceeding in any individual case £200 in New 
South Wales, and £100 in South Australia and Tasmania, 
due in respect of Workers' Compensation, unless the company 
is wound up for reconstruction or amalgamation purposes 
or in New South Wales and South Australia it has insured 
its employees in respect of liability. 

5. In New South Wales, so much rent reckoned from day to day 
for a period not exceeding three months, due and payable 
to the landlord at the relevant date, but no payment is to 
be in excess of the value of the goods on the premises. 

Pri(yrities Oenerally. 

Sales Tax and Pay-Roll Tax. 

The position as to whether these taxes are preferential in the 
various States may be summarised as follows :— 

New South Wales. 

Sales Tax and Pay-roll tax are not preferential in company 
liquidations in this State. This was decided in IJther v. Com¬ 
missioner of Taxation, 74 C.L.R. 508. 

The effect of this decision is that these claims rank pari passu 
with debts due to ordinary creditors. 

Victoria, South Australia and Tasmania. 

Priority for Sales and Pay-roll taxes is claimed in these States. 

Western Australia and Queensland. 

Crown debts are treated as having priority after preferential claims 
for wages and salaries, etc., set out in Section 271 of the Western 
Australian Act and Section 274 of the Queensland Act of the 
Companies Act. Thus Sales tax and Pay-roll tax are })referential. 

Practitioners should refer to the relative sections of the Companies 
Act of their own State for specific provisions relating to preferential 
payments. 

The following is a summary of the statutory provisions as to 
preferential claims in the various States :— 

New South Wales. 

The preferential claims are governed by Section 297 of the 
Companies Act 1936, and are set out on page 189. Reference 
should also be made to Sections 295 and 296 of the Act. 
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Victoria, 

Preferential Claims are set out in Section 264 of the Companies 
A(!t 1938. Also see Sections 261 and 262. 

South Australia, 

Section 278 of the Companies Act 1934-1939 provides that 
subject to Section 279 the rules as ap])lied in bankruptcy are to be 
followeid in the casci of insolvent companies as regards priorities. 
Se(;tion 279 sets out certain ])ref(‘rential claims which are stated on 
page 189 et seq. 

Tasmania. 

The preferential claims covered by Section 209 are set out on 
page 189 et seep Reference should also be made to Section 208. 

Westem Australia. 

The preferential claims provided by Section 271 are set out on 
page 189 et seq. Reference should also be made to Se(;tions 269 
and 270 of the Act. 

Queensland. 

Section 274 lists certain preferential c*lainis and these are stated 
on page 189 et seq. Reference should also be made to Section 272 
and to Section 45 of the Com])anies Amendment Act 1942. 

Director and Secretary. 

Direnjtors have the right to prove with outside creditors for any 
unpaid directors’ fees. The same a])plies to the salary of a manag¬ 
ing director. However, these claims are not preferential. 

On the other hand, the secretary of a company, where he per¬ 
sonally does the work of the secretary, is entitled to claim as a 
[)rcferential creditor. To obtain such preference he must come 
within the category of “ clerk or servant.” Obviously, a j>art- 
time secretary would not Ik* a “ clerk or servant ’’ and thus would 
have no j)riority. 

Liabilities Secured by Floating Charge. 

Should a company have a liability in respect of debentures 
issued and these are secured by a floating charge, the amount of 
debentures is shown “ short ” on the liabilities side of the statement 
of affairs and deducted from the total assets after preferential 
creditors have been deducted. 

Where the debentures are secured by a charge on uncalled capital 
only, the amount of debentures must be extended into the liabilities 
column since in su(;h case debenture-holders will have no priority 
over the other unsecured creditors in respect of the assets of the 
company. 


STATEMENT OF AFFAIRS. 

The liquidator in a compulsory li(pjidation will use the form of 
statement prescribed by the Companies Act and other liquidators, 
may also do so if they desire. 
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Although the statement of affairs in a company liquidation is 
similar to that used in Bankruptcy, certain differences are apparent. 
These are :— 

(a) The provision of a “ Gross Liabilities column. 

(b) The amount of preferential creditors is deducted from the 
total assets, and not included with unsecured creditors. 

(c) The statement is in two section, viz.:— 

Part (1)—Showing the position as regards outside creditors. 
This compares with the statement of affairs in Bank¬ 
ruptcy. 

Part (2)—Showing the position as affecting the contribu¬ 
tories. 

The deficiency or surplus from Part (I) is carried down to Part (II). 

As in Bankruptcy, the Statement of Affairs must be accompanied 
by a Deficiency Account. 

The forms prescribed by the Companies Rules in New South Wales 
are given hereunder. 
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Statement of Affairs. 

(Title.) 

Statomont of Affairs on tho day of 19 , tho date 

of tho \Vin<hnf;*iip Order (or /iuch other date as the liquidator has for special 
r^ons directed). 

I. As regards Creditors. 


Grosa 

Liabilities. 

Liabilities. 

Expected 
to Rank. 

Assets. 

Estimated 
to Produce 

£ a. d. 

Debts anti liabilities, viz.: 

(.i) Unsecured creditors, 
as per list " A ** (state 

number) . 

£ 8. d. 

(l») Creditors fully 
secured (not in- 
cludiiiR deben¬ 
ture holder.H) aa 
pi r list “ B ** 
Estimated value 
of securities ... 

£ 8. d. 

(a) Property as per list 

VIZ.:— 

(fi) Cash at bankers 
(b) Cush in hand 
(f) Stock in trade 

(Estimated cost, £ ) 

(d) Machinery . 

(e) Trade fixtures, fittings, 
utensiKs, etc. 

(/) Invcstmenta in shares, 
etc. 

(7) Loans on mortgage 
(h) Other property, viz. 

£ s. d 


Estimated sur¬ 
plus £ carried to 
list“C*’ 





(b) Book debts ( dehtors) 
as per list “ 1," viz. :— 
£ H. d. 

Good 

Doubtful 

Bad. 



Balance to con¬ 
tra (d). 

(c) Creditors partJy 
secured as per 
list“C’* ...£ 

Less estimated 
v.aluc of securi¬ 
ties . 





Estimated to produce 
(c) Bills of exchange 
or other similar 



E.stimatcd to rank for 

dividend . 

(d) Liabilities on 
bills discounted 
other than com¬ 
pany’s own ac¬ 
ceptances for 
value as per list 
“D” 

Of which it is 
expected will 
rank for divi¬ 
dend . 

(c) Other liabilities, 
as per list " E’* 

Of which it is 
expected will 
rank for divi¬ 
dend 

(f) Preferential 
creditors for 

rates, taxes, 
wages, etc., as 
per li.st “ F ” 
deducted con¬ 
tra .£ 


as per list “.)’’£ 
Estimated to 
produce 

(d) Surplus from securities 

in the hands of creditors 
fully .«?ccurcd (per con¬ 
tra) (b). 

(e) Unpaid c.alls ( 

debtors), as per 
list“K‘' ...£ 

Estimated to pro¬ 
duce . 

iTD'if'rvfl ttaenfo 




iilcXL\ U cloAt/L9 

Deduct preferential 

creditors as per con¬ 
tra (f) . 

Estimated amount avail¬ 
able to meet claims of de¬ 
benture holders 

Deduct loans on deben¬ 
ture bonds secured on 
the assets of the company 
as per contra (g) 

Estimated amount avail¬ 
able to meet unsecured 
creditors subject to cost 
of liquidation. 

E.stimated deficiency of 
assets to meet liabilitic.s 
of the company, subject 
to cost of liquidation ... 






(g) Loans on de¬ 
benture bonds 
as per li.st “ G " 
deducted con¬ 
tra (holders) £ 








£ 




Estimated surplus (if any) 
after meeting liabilities of 
corapatiy, subject to cost 
of liquidation . 





£ 





The nominal amount of unpaid capital liable to bo called up is £ 
which is [available to meet above deficiency] or [charged to debenture holders], 
{or as the case may be). 
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Capital issued and 
allotted, viz.:— 
Founders* sheues 
of £ share 

(shareholders). 

(a) Issued as fully 
paid. 

Amount call¬ 
ed up at £ per 
share, as per 
List “ L ” ... 
Ordinary shares 
of £ per share 
(shareholders). 

(a) Issued as fully 
paid. 

Amount call¬ 
ed up at £ per 
share, as per 
List “M ” ... 
Preference shares 
of £ per share 
(shareholders). 

(a) lasued as fully 
paid. 

Amount call¬ 
ed up at £ per 
share, as per 
List “ N ” .. 


Amoimt, if 
any, paid in 
advance of 
call. 

Less unpaid 
calls esti¬ 
mated to be 
irrecoverable * 
Add defici¬ 
ency to meet 
liabilities as 
above 


£ s. d. 


£ 8. d. 


£ 


Estimated surplus as 
above (if any), subject 
to cost of liquidation 


Total deficiency as ex¬ 
plained in List “ O.” 


£ 


£ 


8 . 


d. 


Notes: 

(a) Where capital is issued as partly paid up, the form should be altered 
accordingly. 

(b) Add particulars of any other capital. 


O 
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Notes.—( l) Where the liquidator has so directed substitute any other date. 

(2) Where particulars are numerous, they should be inserted in a separate Schedule 

(3) These figures should agree. 























Liquidation of Companies. 


197 


It is now proposed to illustrate the preparation of a Statement of 
Affairs and Deficiency Account. 

Illustrative Example 1. 

XYZ Ltd. was incorporated on 24th November, 1948, and was 
made the subject of a Winding-up Order by the Court on 29th 
January, 1952. 

Prepare Statement of Affairs and Deficiency Account from the 
following information and Trial Balance which shows the accounts 
in the Company’s books at the date of commencement of the 


winding-up. 






£ 

£ 

Authorized Capital . 



75,000 

.Preference Capital—25,000 £1 Shares 




Ordinary Capital—60,000 £1 Shares 




Unissued Preference Capital . 


12,500 


Unissued Ordinary Capital . 


37,600/- 


Calls in Arrears on Ordinary Shares at 5/- per 




Share . . 


1 375 


Cash in Hand . 


-^30 


Bank Overdraft and Accrued Interest ... 



6,27a 

Mortgage on Land and Buildings 



3,750 

Sundry Creditors including £342 Proforential 




Claims ... . 


21,896 

Sundry Debtors ... ... ... . 


11,743 


Stock (at date) . 

\/]l,418 


Land and Buildings . 

v'5,000 


Plant . 

v/S,180 


Shares in Other Companies . 


✓ 500 


Bills Receivable 

v1,238 


Firo Loss 

n^,250 


Appropriation Account at 30th June, 1951 


7,127 


Provision for Depreciation of Plant 



1,100 

Profit and Loss Account, 1st July, 1951, to date ... 


13,155 



£108,016 £108,016 


It is estimated that there is a Contingent Liability on Bills 
Discounted of £385 which is expected to rank for dividend. It is 
expected that payment for Calls on Shares will not be obtained in 
connection with 300 Shares. It is also expected that £1,750 wiU 
be recovered from the Fire Loss Claim. 

The expected realizations are :— 


Book Debts . 8460^ 

Land and Buildings . 4225 / 

Plant . 3000^; 

Bills Receivable . 830^^ 

Investments . Nil^ 

Stock . 8600 ^ 


The security held by the Bank is a floating charge over all assets 
including Uncalled Capital. 

The company’s accounts show that since incorporation it had 
made a gross profit on sales of £8,420 and had expended for salaries 
£19,460, directors’ fees £1,200, and sundry expenses £4,934. It 
haa also written off £758 for bad debts. 

Dividends of £1,250 had been paid in 1950. 
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LIQUIDATOR’S ACCOUNTS. 


In a creditors’ voluntary liquidation, the liquidator must keep 
such books as the Committee of Inspection, if any, or the creditors 
direct. 


In a winding up by the Court he must keep :— 

(a) A record of minutes of proceedings at meetings and, 

(b) A detailed account of his receipts and payments in the 
prescribed form. This account verified by a Statutory 
Declaration must be filed with the Registrar in duplicate 
as and when prescribed by the various Companies Acts. 

The official form of statement of receipts and payments to be 
presented for filing by a liquidator (in New South Wales) when 
applying for a release, is as follows :— I 

Statement to accompany notice of application for rdeaae. \ 

{Tide,) ‘ 

Statoment showing position of Company at date of application for release. 

Dr. Cr. 




Receipts. . 


Payments. 


to produce 
as per 
Company s 
Statement 
of Affairs. 

£ 8. d. 

By Court fees (including station¬ 
ery, printing, and postages in 
respect of contributories, credi¬ 
tors and debtors, and fee for 
audit) 

£8. d. 

Law costs of petition 

Law costs of solicitor to 

liquidator . 

Other law costs 

£ 8. d. 

Tototal receipts from 
date of winding-up 
order, viz.:— 

(State particulare 

under the eeveral 
headings specified in 
the Statement of Af¬ 
fairs). 

Keeeipts per trading 

account . 

Other receipts 

£ s. d. 





Liquidator’s remuneration, 
viz.:— 

per cent, on £ assets 

realised . 

per cent, on £ assets 

distributed in dividend 


Total 



Shorthand writer's charges 

Special manager’s charges 

Person appointed to assist in pre¬ 
paration oi statement of affairs 
Auctioneer’s charges as taxed ... 

Other taxed costs . 

Costs of possession and mainten¬ 
ance of estate . 

Costs of notices in Gazette and 

local papers . 

Incidental outlay . 


Less — 

Payments to redeem 

securities . 

Costs of execution ... 
Payments per trading 
account . 

£ B. d. 




£ 



Net realisations ... £ 

Amounts re<;cived from calls on 
contributories made in the wind¬ 
ing-up . 


Total costs and charges £ 



Creditors, viz.:— £ s. d. 

(a) Preferential 
(a) Unsecured: dividend 
of 8. d. in the £ on £ 

The estimate of amount 
expected to rank for 
dividend was £ 

Amount returned to con¬ 
tributories . 





Balance . 



£ 


(a) State tiumber of creditors. £ 



Assets not yet realised, including calls, estimated to produce £ 

[Add any special remarks the liquidator thinks desirable.'I 
Creditors can obtain any further information by inquiry at the office of the 
liquidator. 

Dated this day of , 19 . 

(Signature of Liquidator.) 
(Address.) 
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The above form of statement of receipts and payments may be 
generally used, whether being prepared for final release of liquidator 
or otherwise. 


Illustrative Example 2. 

After paying creditors and costs of liquidation, the liquidator 
of a company has £90,000 available for distribution to shareholders. 

The capital of the company was composed of :— 

100,000 Preference shares of £1 paid to 15/- each £75,000 
100,000 Ordinary shares of £2 paid to 30/- each. . £150,000 

^ Show the Liquidator’s Statement of Receipts and Payments. 

Solution: 

Since there is no indication that preference shares are preferential 
as to return of capital, any loss of capital must be borne by both 
classes of shares pro rata to the nominal value of the shares. 

Total paid up capital . . .. . . .. = £225,009 

Amount available for distribution .. .. = 90,000 

Deficiency .. .. .. .. .. .. £135,000 


This deficiency or loss must be apportioned thus:— 

100 000 

Preference Shares bear of £135,000 — £45,000 

300,000 

Ordinary Shares bear of £135,000 = £90,000 

«300,(JvM) 


Liquidator’s Statement of Receipts and Payments. 


Cash Balance 

. . £90,000 

Preference Shares 
Less share of loss 

75,000 

45,000 

£30,000 

60,000 



Ordinary Shares 
Less share of loss 

150,000 

90,000 






£90,000 



£90,000 


The next example illustrates the distribution where there are 
different types of shares, some of which carry special rights. 

Illustrative Example 3. 

After having realized the assets of the X.Y. Company Limited, the 
liquidator had cash in hand amounting to £42,500. His remunera¬ 
tion amounted to £1,440 and liquidation expenses to £230. The 
creditors amounting to £5,100 had also to be paid. 
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The capital of the Company comprised;— 

2,000 Preference Shares of £8 each fu iy paid. 

6,000 Ordinary “ A ” Shares of £8 each fully paid. 

1,500 Ordinary “ B ” Shares of £8 each paid to £6 each. 
20,000 Deferred Shares of £8 each fully paid. 

The preference shares were preftTential and the deferred shares 
were deferred as to return of capital. 

State liquidator’s statement of receipts and pa 3 rments and the 
dividend payable to each class of shareholder. 

Solution: 

After preference shareholders have been paid £16,000, here is 
an amount of £19,730 available to the ordinary shareholders. The 
deferred shareholders in this case get noth ng. 

The loss of capital is ascertained as follows:— 



N orninal 

Paid up. 

Ordinary “ A ” Shares, 6,000 of £8 each fully paid 
Ordinary “ B ” Shares, 1,500 of £8 each paid to £6 

£48,000 

12,000 

£48,000 

9,000 


60,000 

57,000 

Cash available 


19,730 

Loss of Capital 


£37,270 


This loss must be borne by the Ord nary Shareholder in jrro- 
portion to he Nomina value of the Sha < s they hold. 

Ordinary “ A ” Shares bear of — £29,816 

dU,U0U 1 

r, r i 12,000 „37270 

Ordinary B Share bear of —^ ~ £7,454 

Liquidator’s Statement of Receipts and Payments. 


Sundry Assets (realized) . . 42,.500 i Liquidators’ Ke- 

! iiuiTieration . . . . 1,440 

i Liquidation Expenses 230 

Creditors . . . . 5,100 

I Preference Shares— 

2,000 of £8 each fully paid 16,000 

' Balance c/d . . . . 19,730 

£42,500 I £42,500 

Balance b/d .. .. .. 19,730 Ordinary “ A ” shares 

Paid up .. 48,000 

Lp.8s Loss . . 29,816 

i -18,184 

Ordinary “ B ” Shares 
Paid up . . 9,000 

jLe.v.v Loss . . 7,454 

1,546 
£19,730 


£19,730 
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Illustrative Example 4. 

You have been appointed Liquidator of Omega Ltd., and the 
realisation of the assets being completed, prepare your statement 
of receipts and payments from the following particulars:— 

Capital: 

25,000—4% First Preference Shares of £10 each, of which 
20,000 were issued and fully paid up. 

25,000—4% Non-Cumulative Second Preference Shares of 
£10 each, of which 20,000 were issued carrying priority to 
capital repayment and fully paid up. 

30,000 “ A ” Ordinary Shares of £10 each issued and fully 
paid up. 

20,000 “ B ” Ordinary Shares of £10 each of which 18,000 
were issued and called uj) to £8 each. 10,000 of such shares 
have been paid in advance of calls £2 each, whilst 4,000 are 
in arrears £4 each. 

Arrears of preference dividends noted on the company’s last 
Balance Sheet amounted to £24,000. 

Proceeds of realisation of assets amount to £705,400. 

Creditors total £75,700, of which £5,700 is preferential, and interest 
owing on calls paid in advance amounts to £1,000. Expenses 
of liquidation, including liquidator's remuneration, total £6,800. 

Calls in arrears on 50 shares were found to be irrecoverable 
and the shares were forfeited. The remaining trails were duly 
col ecled. 

Solution: Omega Ltd. (in Li(]uklation). 

Liqu idator's Statement oj Receip ts and Paymen ts._ 

Receipts. 1 Payments. 


Proceeds—Realisation of j Li(|uidator’s Remuneration 

Assets .. . . . . £795,400 | tion and Expenses . . £6,800 

Calls—3,950 Shares at £4 | Preferential Creditors . . 5,700 

each . . . . . . 15,800 | Sundry Creditors . . . . 70,000 

] Calls in Advance—B. 

I Ordinary Shares, 10,000 

! at £2 . 20,000 

: Interest on Calls in Advance 1,000 
I Balance c/d . . . . 707,700 


£811,200 £811,200 

Balance b/d .. ..£707,700 Share holder ft'" Distribution: 

4% Non. Cum. Pref. Shares 200,000 
4% 1st Pref. Shares— 

Paid-up . . £200,000 

; Less Share Loss 40,000 
j 160,000 

A. Ordinary Shares— 

Paid-up . . £300,000 

Less Share Loss 60,000 

- 240,000 

B. Ordinary Shares— 

Paid-up . . £143,600 

Less Share Loss 35,900 

- 107,700 

£7C7,700 


£707,700 
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DISTRIBUTION: 

Cash Available.£707,700 

Leas 20,000 4% Non. Cum. Pref. Shares 
of £10 (Preferred as to Return of 

Capital) .. . . . . . . 200,000 

Balance of Cash Available .. . . £507,700 


APPORTIONMENT OF LOSS 

4% First Preference Shares 20,000 .shares of £10 

A. Ordinary Shares 30,000 shares of £10 

B. Ordinary Shares 18,000 shares of £10 

Leas Forfeited 50 shares of £10 


17,950 shares of £10 
(Called up to £8) 


Nominal Paid-up 
£200,000 £200,000 
300,000 300,000 


179,500 143,600 


£679,500 £643,600 


Balance of Cash Available 


507,700 


Loss of Capital 


£135,900 


4% First Preference bear 2000/6795 of £135,900 

A. Ordinary „ 3000/6795 of £135,900 

B. Ordinary „ 1795/6795 of £135,900 


£40,000 

£60,000 

£35,900 


£135,900 


Note: 

Arrears of Preference dividends have not been paid owing to lack of specific 
information—see page 187. 

The followitig example is more complicated than the previous ones 
and rcqumisthe preparation of a Shareliolders’ Distribution Account 
and a Liquidation Account. These accounts will be prepared in 
the same way as those illustrated in the j)revious chapter. All 
assets, except Cash will be transferred to Liquidation Account at 
book value, and any loss on liquidation transferred to Shareholders’ 
Distribution Account. 

Illustrative Example 5. 

The Sunshine Co. Ltd. went into li(|uidation and their balance 
sheet as at 30th June, 1948, appears on the following page. 

The assets were sold and realised the following amounts:— 


Land and Buildings .. . . . . £12,000 

Plant and machinery .. .. . . 12,500 

Stock. 3,000 

Sundry Debtors .. . . . . 8,650 


Arrears on 500 “A” ordinary shares and 100 “B” ordinary 
shares were found to be irrecoverable and were treated as such 
by the Liquidator. 

Expenses incurred in connection with the liquidation amounted 
to £450, including £233 Liquidator’s remuneration. 

Set out liquidation account, also shareholders’ distribution 
account in detail and show how the Liquidator would adjust the 
rights of the contributories inter se. Also state the loss per share 
to each class of shareholder, and the liquidator’s statement of 
receipts and payments. 
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Current Liabilities . 6,300 

Sundry Creditors. 6,300 
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Note: 

In this example, shareholders* funds consisting of reserves and 
profits have been transferred to Liquidation Account (instead of 
as normally to Distribution Account) so that the total net loss to 
shareholders may be arrived at. 

The loss of Capital is apportioned thus :— 


Preference shares 10,000 of £2 each 

Ordinary “ A ” shares 16,340 of £2 each 
Ordinary “ B shares 12,300 of £1 each 

Nominal 

value, 

£20,000 

32,680 

12,300 

Paid-up, 

£10,000 

20,426 

9,226 


£64,980 

39,650 

Cash available for distribution 


23,895 

Loss of Capital . 


£15,766 


It should be observed that the shares on which calls are irrecover¬ 
able are disregarded for the purpose of apportionment. The issued 
Capital for ordinary shares has been reduced accordingly. 

Loss per Share :— 

Preference Shareholders lose £ 

10,000 £2 Share. 

Ordinary “A” Shareholderslose £ 

16,340 £2 Shore. 

Ordinary “ B ” Shareholders lose £ (approx.) per 

12,300 £1 Share. 

The various Capital Accounts may be transferred to Nominal 
Capital Account and the balance (paid-up Capital) transferred to 
Distribution Account. Alternatively the balance of Uncalled 
Capital and Unallotted Shares may be transferred to the debit 
of Distribution Account and this Account may be credited with the 
Balance of Nominal Capital. 
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EXAMINATION QUESTIONS. 

(juesAum 1 . 

The following is the Balance Sheet of Prime Products Ltd. as at Slst 


December, 1935 ;— 

lAohilities, 

£ 

Capital— 

20,000 5% Cumulative 
Preference Shares ... 20,000 

40,000 Ordinary Shares 


paid to 15/- ... 30,000 

40,000 Ordinary Shares 

paid to 10/- ... 20,000 

10,000 Deferred Shares ... 10,000 


80,000 

Bank of Au.stralia ... 30,420 

Creditors. 61,750 


£172,170 


Assets, 

£ 

Factory Premises 

49,900 

Debtors ... . 

69,740 

Plant . 

14,050 

Stock . 

26,770 

Trademarks and Ooodwill 

1,000 

Profit and Loss ... 

11,710 


£172,170 


Preference Shares wore preferential as to Capital as well as to Dividend. 
The Articles of Association of the Company provide that:— 

“ No dividend shall bo payable except out of the profits of the Company, 
and no dividend shall carry Interest as against the Company.*’ 

“ The Preference Shares shall also confer the right in a winding up 
to payment off of capital and arrears of dividends whether declared or 
undeclared up to the commencement of the winding up in priority to the 
Ordinary Shares, but shall not confer any further right to participate 
in profits or assets.” 

The last Preference Dividend was paid to 3l8t December, 1931. 

Deferred Shareholders participate after Ordinary Shareholders both as to 
Dividend and Capital. 

The Company wont into Voluntary Liquidation as at Ist January, 1936, 
and on 1st April, 1936, the Liquidator found himself in the position of being 
able to make his distribution. 

Factory Premises sold by the Receiver for the Bonk realised £45,600 net. 
The other receipts wore as follows:— 

Debtors 
Plant ... 

Stock . 

Trademarks ... 

The Liquidator was entitled to 5% on Realizations. 

Draw up Liquidator’s Account showing distribution per share to each class 
of shareholder stating your reasons for or method of distribution. 

{Institute of Chartered Accountants in Australia.) 


... £64,290 
... £11,230 
... £20,930 
£120 


Question 2. 

From the following information prepare the Liquidator’s Final Account 
in connection with the winding-up of “ Animated Captions Limited ” :— 
Issued Capital— 

10,000 Preference Shares of £5 each, fully paid. (Preferential as to 
Capital and Dividends). 

20,000 ” A ” Ordinary Shares of £1, each fully paid. 

20,000 ” B ” Ordinary Shares of £1, each paid to 15/- per share. 

10,000 “ Deferred ” Ordinary Shares (ranking after the “ A ” and “ B ” 

Shares) of £1 each, paid to 15/- per share. 

Assets comprising Properties £16,000 and Patent Rights £100,000 have been 
realised by the Liquidator for £80,000. 
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Creditors* Claims filially dealt with and admitted amounted to £12,500. 

In order to adjust the rights of Shareholders inter ae the balance of Uncalled 
Capital on the “ B *’ and “ Deferred ” Ordinary Shares was called up, but 
only £3,000 and £1,500 respectively was paid, the balance being considered 
irrecoverable. 

The Liquidator's remuneration, fixed at 1 per cent, of the amount realised 
for the Assets, and his expenses of £196, were paid, also the amount due to 
Creditors. 

A first and final distribution was made to Shareholders. 

{Federal Institute oj Accountants.) 


Question 3. 

At a meeting of shareholders of Cox and Box Limited a resolution putting 
the Company into voluntary liquidation was passed. The following statement 
of Liabilities and Assets had been presented to the meeting:— 

CAPITAL AND LIABILITIES. 

5,000—10% Preference Shares of £1—Fully Paid . £5,000 

17,000—“ A ” Ordinary Shares of £1 each—called up to 15/- each 12,750 
10.000—“ B *’ Ordinary Shares of £1 each—called up to 

10/- each .£5,000 

Less— Calls in arrears on 5,000 shares at 5/- each 1,250 

- 3,750 


Call money rocoivod in advance 
Debentures ... 

Trade Creditors 
Bank Overdraft 


Stock on hand 
Plant and Macliinory 
Land and Buildings 
Sundry Debtors 
'fhe Stock on hand was sold for 15/ 


21,500 

1,500 

10,000 

5.000 

2,750 


ASSETS. 

. 10,000 

. 7,500 

. 5,750 

. 17,500 

in the £, the Plant and Machinery 


was sold for £8,250 and the Land and Buildings was sold at auction for £5,000. 
Of the Book Debts the liquidator recovered the sum of £12,500 and accepted 
a tender of 7/6 in the £ for the balance. Of the arrears of calls only £625 
was collectt^d And the expenses incurred in connection vrith the liquidation 
amounted to £1,125. The Preference Shareholders had not received payment 
for dividends for three years and their shares carried prior capital rights. 

Prepare the liquidator’s Account and also a statement showing the cal¬ 
culation of the amount distributed to shareholders. 

[Association of Accountants of Australia.) 


Question 4. 


The following is the balance sheet of Silver & Co. Ltd. as at 31st December, 


1942 : - 

Liabilities. 

£ 

i; 

Assets. 

£ 

Capital— 


Sundry Debtors ... 

0,000 

5,000 Preference 


Bills Receivable ... 

500 

Shares of £1 


Land and Buildings 

... 10,000 

each ... ... 5,000 


Plant and Machinery 

5,000 

15,000 Ordinary 


Bank 

2,500 

Shares of £1 


Stock on Hand 

8,000 

each .15,000 


Profit and Loss A/c. 

2,500 

Sundry Creditors. 

Bills Payable 

Debenture Loan 

20,000 

5,000 

2,500 

7,000 

£34,500 

£34,500 
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The preference shares carried prior capital rights. 

On 1st January, 1943, a company styled Silver Products Ltd. was formed lo 
acquire as a going concern the business carried on by Silver & Co. Ltd., with a 
capital of 50,000 shares of £1 each of which 10,000 shares had been issued and 
paid for in full on allotment. 

The whole of the assets were included in the sale with the exception of the 
balance at the bank, and the company was to take over the whole of the lia¬ 
bilities with the exception of the debenture, which was to bo discharged by 
the vendor company. Tlie purcha.so consideration of £25,000 was to be 
satisfied by the allotment of £20,000 in fully paid £1 shares and the balance 
in cash. 

Silver & Co. Ltd. wont into liquidation and the liquidators* expenses 
amounted to £1,000. 

You are required to :— 

(a) Prepare the liquidators* statement of receipts and payments. 

(b) Show the necessary journal entries in the books of Silver Products Ltd. 

(c) Show the balance sheet of Silver Products Ltd. after the arrangement 
IS carried through. 

{Association of Accountants of Australia.) 


Question 5. 

The Threeply Spinning Co. Ltd. wont into voluntary liquidation, and their 
Balance Sheet as at 30th Juno, 1930, was as follows :— 

THE THREEPLY SPINNING CO. LTD. 


Balance Shoot as at 30th June, 1030. 
Liabilities. Assets. 


Nominal Capital— 


Spinning Mill and Plant ... 

£35,000 

40,000 £2 Preference 


Weaving Mill and Plant ... 

39,000 

Shares 

80,000 

Sundry Debtors ... 

27,700 

40,000 £2 Ordinary “ A ” 


Stock 

9,800 

Shares 

80,000 

Bank 

420 

40,000 £1 Ordinary “ B ” 


Preliminary Expenses 

1,030 

Shares 

40,000 

Goodwill 

8,000 


£ 200,000 

Subs(Til>ed Capital 
20,000 Preference 

Shares, £1 paid £20,000 

-£ 20,000 


33,680 “ A ” Or. 
dinary Shares, 


£1/5/- called 

42,100 


Lees Arrears on 

6,880 Shares 

1,720 

40,380 

24,800 “ B ” Or¬ 
dinary Shares, 

15/- called 

18,600 


Less Arrears on 

600 Shares 

150 

18,450 

78,830 

Debentures 


10,000 

Mortgage Account 


3,000 

Sundry Creditors ... 


12,600 

Profit and Loss A/c. 


17,120 


£121,550 


£121,550 
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< On being auctioned, the Assets realised the following figures:— 

Spinning Mill and Plant . £24,000 

Weaving Mill and Plant . 26,000 

Stock ... 6.000 

Sundry Debtors. 17,300 

Arrears on 1,000 “ A ’* Ordinary Shares and 200 *' B " Ordinary Shares 
were found to be irrecoverable, and were treated as such by the Liquidator. 

Expanses incurred in connection with the liquidation amounted to £900, 
induing £466 Liquidator’s remuneration. 

Mortage A/c. represents Principal and Interest due on Weaving Mill and 
Plant. 

On the repayments of Capital, after Preference Shareholders have been 
safeguarded, the articles gave a prior right to ** A ** Ordinary Shareholders 
over “ B ** Ordinary Shareholders. 

Set out in detail:— 


(a) Liquidation Acdbunt. 


(b) Shareholders' Distribution Account, showing the amount paid to 


each group. 


(Association of Accountants of Australia.) 


Question 6. 

On the Slst December, 1041, duly convened meetings of Members and Credi¬ 
tors of the X. Y. Co. Limited were held, when the Company was placed into 
voluntary liquidation and the appointment of a Liquidator was made, his 
remuneration being fixed at £250. 

A Balance Sheet subsequently prepared as at date of liquidation disclosed 
the following position :— 

LIABILITIES. 

£ 8. d. £ s. d. 

Sheu^ Capital— 

25,000 Shares of £1 each paid to 18/~ per Share 
Federal Bank— 

Overdraft Accoimt—Secured by Mortgage on 

property .2,000 

Interest accrued at 5% p.a. ... ... ... 50 

Creditors— 

Sundry Trade Creditors ... ... ... 15,600 - - 

Commissioner of Taxation—for one year's 

assessment ... ... ... ... ... 250 - - 

J. Jonas—Loan ... ... ... 5,000 - - 

Add : Interest for 1 year to Slst 
December, 1941, at 12% as 
per Agreement ... ... 600 - - 

- 5,600 - - 

T. Brown—Secretary 

Salary from 1st July to Slst December, 1941, 
at £40 per month ... 

A. Brown—Director 

Advance to pay wages due 30th December, 

1941. 


£46,200 - - 


240 - - 

60- 


22,500 - - 


2,050 - - 
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ASSETS. 


£ s. d. £ s. d. 


Store Property—Mortgaged to Bank 


6,000 - - 

Plant ... 


500 - - 

Stock 

... 

15,000 - - 

Sundry Debtors 

... 4,000 

- _ 

Less : Rest.‘rvo 

... 1,000 

3,000 - 

Cosh in Hand . 


10 - - 

Goodwill 


9,000 - - 

Profit and Loss Account 


12,690 - - 


£46,200 - - 


At 31st May, 1942, at which date no further realisation was anticipated, 
the Liijuidator’s Cosh Book disclosed the following:— 

Keceijits. 

£ s. d. 

Payments. 

£ s. d. 

Ca.sh in hand at date of 


FMirchases 

1,000 - - 

Liquidation 

10 - - 

Wages subsequent to 


Amount recovered 


date of liquidation 

250 - - 

from Shareholders 


Sundry Expenses 

80 - - 

on Unpaid C’upital I 

.500 - - 

Cash to credit of Liqui¬ 


Sale of Stock ... 11, 

,452 - - 

dator with Bank 

17,482 - - 


Sale of Plant ... 400 


Net Proceeds Sale of 

Equity in Pro¬ 
perty ... ... 2,0r)0 

Sundry Debtors ... 2,.100 - - 

£18,812 - - £18,812 - - 

The liquidator thereupon prepared a plan of distribution and distributed 
ail raonoys to liis credit by the 30th June, when he closed off the books. 

You are required to do the following:— 

(1) Prepare Liquidator’s (’ash Realisation and Distribution Account. 

(2) Give particulars of the Creditors who participated in the dividend 
to ordinary (Teditor.s. 

(3) Show how tli(^ following Accounts would appear in the Private Ledger 
subsequent to date of liquidation :— 

(a) Realisation Account. 

(b) Profit and Loss on Winding-up Account. 

(c) Profit and Loss Account, 

(d) Share Capital Account. 

{The Institute of Chartered Accountants in Australia.) 
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Question 7. 

^ The Balance Sheet of the Anglo-Eastern Trading Company Ltd. as at the 
30th June, 1937, was sot out bolow, and it was decided to wind up'the Company 
at that date. 


Capital— £ 

Nominal— 

30,000 “ A ” Ordinary 

Shares of £1 ... 30,000 

20,000 “ B Ordinary 
Shares of £1 ... 20,000 


£50,000 


Issued— 

30,000* “ A ” Ordinary % 

Shares of £1 eacli, fully 
paid ... ... ... 30,000 

20,000 “ B ” Or- 
(linary Share.s 


of £1 

£20,000 

Less Uncalled, 


10s. per .share 

10,000 


10,000 

Less Calls in Ar¬ 


rear I ().()()() 


Shares at 5 h. 


per share 

2,500 


7,500 


Paid-up Capital ... ... 37,500 

Calls Paid in Advance, 

“ B ” Shares . 282 

Mortgage over Property 15,000 

Creditors Partly Secured 

(Security hold, £5,000) 9,000 

Bank Overdraft ... ... 2,000 

Unsecured Creditors ... 25,000 

Outstanding Accounts ... 550 


£89,332 


£ 


Freehold Land and Build 


ings . 

30,000 

Plant and Machinery 

12,.500 

Stock on hand 

15,000 

Sundry Debtors ... 

15,000 

Bills lioecivablti ... 

1,500 

Profit and Loss Account ... 

15,332 


£89,3.32 


(Contingent Liability—Bills under Discount £500.) 

Probable sale values were estimated to be :—Land and Building book value ; 
Plant and Machinery, £10,000; Stock, £12,500; Debtors considered good, 
£10,000; Doubtful, £3,000 (estimated to produce £2,000); Balance, bad. 

£160 of Bills Receivable was not expected to bo paid. 

Outstanding Accounts comprised:—Wages unpaid (2 weeks), £100; 
Secretary’s salary (1 month), £50; Managing Director’s salary (4 months), 
£300 ; Kates and Taxes, £100. 

It was expected that £200 only of the contingent liability would rank for 
payment. 

The assets realised the estimated values but the liquidator was only able 
to collect £2,000 of the Calls in Arrear. 
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^Expenees and Commission of the liquidator amounted to £2»746 and thii 
amount axtd the amounts due creditors were duly paid. 

After adjusting the rights of the shareholders inter ae the Liquidator 
tributed the balance of the moneys to the shareholders entitled thereto. 

Furnish, in proper form, the Statement of AfTairs of the Company and tho 
Liquidator’s Final Accounts. 

(Federal Institute of Accountants,) 


Question 8. 

A Company in voluntary liquidation has the following capital—30,000 6% 
Preference Shares (as to capital and dividends) £2 fully paid, two years’ 
dividends in arrears, 20,000 Ordinary £1 A Shares fully paid, 20,000 Ordinary 
£1 B Shares paid up to 15/-, 10,000 Deferred £1 Shares paid up to 10/- 
ranking for return of capital after the Ordinary Shares. Tho list of con¬ 
tributories has been settled and a call made to adjust the rights of share¬ 
holders inter se. 

The liabilities included your foe of £250 as Liquidator, and Expenses £90, 
Debts proved £14,000, Income Tax £70, Calls paid in advance on B Ordinary 
Shares and interest £300. 

The assets realised £86,000. 

The Articles of Association provide (a) that Preference Shares shall carry 
a cumulative right to dividends whether declared or not, and (b) that losses 
on realisation shall bo borne, firstly, by Deferred Shareholders, and, as to 
any balance, by Ordinary Shareholders in proportion to the nominal value 
of tho shares held. 

Assuming that tho call was received, in full, prepare your final statement 
in the liquidation showing the distribution to shareholders. 

(Commonwealth histitute of Accountants.) 


Question 9. 

The Axis Industries Ltd. went into voluntary liquidation, its Capital being 
made up as follows :— 

Preference Shares, 10,000 of £3 per share, fully paid up ; Ordinary Shares— 
1st issue, 20,000 of £1 per share fully paid up ; 2nd issue, 20,000 of £1 per 
share, paid up to 10/— per share ; Deferred Shares, 10,000 of £l per share, 
paid up to 10/- per share. 

The Articles of Association provide for the repayment of Capital in the 
following order of priority:—(1) Preference Shares, (2) Ordinary Shares, 
(3) Deferred Shares. 

The Articles also provide that losses are to be borne in proportion to tho 
nominal value of the shares. 

The liquidator, in order to adjust the right of shareholders inter at, made, 
after settling tho list of contributories, the following calls :— 

(a) 5/- per share on the ordinary shares (second issue), and 

(b) 10/- per share on tho deferred shares. 

Calls amounting to £9,875 were received. Calls on 500 Ordinary Shares 
proved to be irrecoverable. The debts due by tho company were proved 
for £14,115 and these were admitted with the exception of one for £120. 
The sum of £47,800 was realised on the sale of the assets. Tho liquidator's 
remuneration was fixed at 1^ per cent, on the proceeds of the assets* and his 
expenses amounted to £63. 

Prepare final account of the Liquidator. 

(Commonwealth Inatituto qJ Accountants.) 
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Question 10. 


On December 31, 1939, X & Y Co. Ltd. went into voluntary liquidation, 
and on examination the Liquidator found that its position was as under:— 
Assets— 


Book Debts 
Stock 
Plant ... 
Goodwill 


£20,000 

26,000 

20,000 

30,000 


Liabilities— 

Bankers (secured by Debenture Deed) 
Unsecured Creditors ... 


95,000 

£30,000 

15,000 

- 45,000 


Surplus ... 

Shareholders’ Capital— 

Preference Shares, 

10,000 fully paid to £1 each 
(Preferential as to capital only.) 
Ordinary Shares, 

20,000 fully paid to £1 each 
20,000 paid to 15/- each 


£50,000 


£10,000 


£20,000 

15,000 

- 35,000 


£45,000 


The assets realised the following amounts (after all costs of realisation and 
Liquidators’ Commission had b€*en paid in full) :— 

Book Debts ... ... ... ... ... £18,000 

Stock ... ... ... ... ... 20,000 

Plant. 16,000 


£54,000 

Calls on partly paid shares wore made and realised £4,000, the amount duo 
on 4,000 shares being found to bo irrecoverable. Interest duo to Bankers 
subsequent to liquidation may be ignored. 

Prepare a statement to be submitted by the Liquidator to the shareholders 
on the conclusion of the liqui<lation. 

{Commonwealth Institute of Accountants.) 


Question 11. 

PQ Limited went into liquidation and the assets realised £24,300. The 
Capital of the Company consisted of 15,000 Preference (as to Capital) Shares 
of £1 each fully paid ; 10,000 “ A ’ Ordinary £1 Shares fully paid ; and 10,000 
“ B ” Ordinary Shares of £1 each paid to 10/-. The liquidator finds that 
any calls on 1,750 of the “ B ” Ordinary shares will bo irrecoverable. Debts 
due by the Company wore admitted at £6,732. The remuneration of the 
liquidator was 3% on the proceeds of the Assets, and his expenses amounted 
to £75. Prepare the Liquidator’s final statement. 

{International Institute of Accountants.) 


Question 12., 

The M.T. Company Limited, has gone into voluntary liquidation. The 
nominal capital of the Company is £50,000, divided into 25,000 ordinary 
shares of £1 each and 25,000 preference shares of £1 each. All the ordinary 
.shares have been i.ssued of which 15,000 have been paid up to 15/- and 10,000 
have boon paid up to 10/- per share. 20,000 preference shares (proforontial 
as to capital) have been issued and paid up in full. 

The assets of the Company realise £32,465 and the liabilities to creditors 
are admitted as £9,827. Liquidator’s remuneration is 2% of realised value 
of assets and his expenses are £35. In order to adjust the rights of share¬ 
holders inter se ad unpaid capital is called up, and is paid with exception of 
1,000 shares of second issue which is irrecoverable. 

Prepare the final account of the Liquidator. 

{International Institute of Accountants.) 
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Introduction. 

Holding companies operate mainly for the i)ui ])ose of controlling 
companies engaged in a similar line of Inisiiiess, or to place under 
one control the various stages or processes of production and 
distribution of commodities or services. 
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Generally speaking a holding comi)any is one which exists for the 
puri)ose of controlling the operations of one or more other companies 
either by means of holding shares in that company or comj)anies 
or by having power to appoint directly or indirectly the whole^ 
or a majority, of the board of directors of those companies. 

A company controlled 133 ^ a holding compan 3 " is known as a sub¬ 
sidiary company. 

Creation of Holding and Subsidiary Companies. 

The creation of the relationship of holding and subsidiary com¬ 
panies may be effected by:— 

1. The formation of a new company to a(^quire the shares 
from the shareholders of an existing company, the consider¬ 
ation being cash or shares in the newly-formed holding 
company. 

2. An existing company purchasing sufficient shares from 
another company or comj)anies in order to give it a con¬ 
trolling interest therein. 

3. Tlie “ splitting up ” of the activitit‘S of a com})any, say, 
into diff(‘rcnt i3ranches, or by th(‘ isolation of departments, 
by the formation of subsidiar 3 ^ companies to take over those 
branches or de])artments. In such cases the holding com¬ 
pany usually holds the entire share capital in the subsidiary 
(K)mpani(\s. 

Under each of the above methods the holding company acquires 
shanjs in the subsi(liar 3 ^ the assets are not taken over. The 
companies be(‘oming subsidiary remain and function as separate 
legal entities. 

Advantages of Holding Companies. 

The formation of a holding company offers man 3 " advantages. 
Some of the more im])ortant are as follows:— 

1. As the subsidiary com})an 3 " is a separate entity then* is not 
the disturbance caused as in the case of an amalgamation. 
Each comj)any n^tains its own individual existence. 

2. Se])arate c-ompanies may be operated for acquiring raw 
materials, manufacturing the product, transporting and 
distributing the finished ])roduct to the public. 

3. Economies in j)roduction, marketing research and mer¬ 
chandising, are effected: one large selling organisation may 
be preferable to several smaller ones; or again, (;ach of a 
number of subsidiaries may market a separate product. 

4. If any one process is unprofitable the company concerned 
can be reorganised, or if necessary^, dissolved, and other 
arrangements made for the activit}" concerned. 

5. A variation in the distribution of profits may be effected 
such as by having a separate company to own certain 
assets such as real estate. That company may" lease the 
assets to the holding company, or to one of the companies 
in the grou]). 
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6. Production may be better controlled, thus ensuring more 
even distribution. Unprofitable competition may be easily 
eliminated. 

7. The share distribution in the various companies may be 
arranged as desired and thus the distribution of the profits 
of the group as a whole may be different from that where 
one company only is operating. 

8. Expansion with a minimum of cai)ital investment is facili¬ 
tated. A company may absorb another by acquiring a 
controlling share interest generally with less capital outlay 
than if a new company had to be brought into existence, or 
a complete merger made. 

9. Purchases may be more favourably negotiated—e.g. increased 
purchasing power enables better terms to be arranged, or a 
controlling interest may be acquired in companies producing 
raw materials. 

10. Costs may be lowered by reason of the combination of many 
overhead charges, and savings in transport and general 
expenses effected. 

11. The resources of the combint^d companies may be transferr(.‘d 
from one company or place to another to meet seasonal or 
exceptional demands. 

12. The holding company system permits the control of financial 
operations from one source and affords possibilities for 
greater efficiency in management. 

13. It makes possible the pooling of technical knowledge and 
exj)eriencc; the larger organisation aff ords greater facilities 
for experiment and research. 

On pages 221 and 223 will be found diagrams illustrating the 
nature of particular group organizations ox)erating in Australia. 

Disadvantages of Holding Companies. 

The main disadvantages likely to arise from the holding and 
subsidiary company relationship are— 

1. The possibility of the exploitation of “ outside ” share¬ 
holders. 

2. The complicated accounting system required allows easier 
“ manipulation.” 

3. Less than the usual small amount of information as to the 
results of comj)anies comprised in the combine is generally 
available from the published financial statements. 

4. Shareholders in the holding company may have difficulty 
in ascertaining the true value of their shareholding. 

5. Creditors of a subsidiary company are more easily misled 
because of the company’s connection with the group of 
companies. 

6. Inter-company dealings may be used to deflate or inflate 
profits of any particular (company. 

7. The difficulty of consolidating the accounts when the holding 
company has world wide interests in varying currencies. 



DUNLOP RUBBER RUST. LTD. 

Manufacturers and Distributors of ail classes of rubber 
products. Where rubber components are used by 
subsidiaries they are manufactured at Dunlop factories. 
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8. The failure of one company may have a serious effect on 
many others in the group. 

9. The elimination of smaller competitors by means of a 
price war or the withholding of supplies. 

10. Lack of competition may result in pricers being maintained 
above a reasonable figure. 

11. Economies of manufatd-ure may not be passed on to the 
consumer in reduced prices. 

Before considering the procedure necessary to effect the con¬ 
solidation of balance sheets and profit and loss stat(‘ments it will 
be necessary to examine the jirovisions relating to holding companies 
as set out in the various Coinjianies Acts. 


Statutory Definitions. 

The Companies Acts of New Soufh Wales, South Australia and 
Queenslavd^ provide that where the assets of a (‘oinpany consist 
in whole, or in part, of shares in another (u^mpany, whether held 
dire(t/ly or through a nominee, the relationshi[) of holding and 
subsidiary (‘om])any is, for the jiurposes of the Acts, deemed t‘stab- 
lished where tlie holding comjiany:- 

(a) owns more than 50 f)er cent, of th(‘ issiu'd capital of the 
subsidiary com])any, or 

(b) is entitled to more than 50 })er cent, of the voting powc‘r, or 

(c) has j)ower (olluT than according to the ])rovisions of 
a debenture trust diwd) directly or indirectly to appoint 
a majority of the directors of the comjiany. 

In Victoria and Western Australia'^ the ju ovisions of the Acts vary 
from the above, and are as follows 

Where the assets of a company consist directly or indirectly 
in whole or in part of shares in another conijiany hetd directly, 
ortlirough a nominee, ortlirough another conijiany the majority 
of whose shares the holding com])any holds directly or in¬ 
directly, and— 

(a) the amount of the shares so hetd is, at the time when 
thc‘ accounts of the holding (company are made up, more 
than fifty jii'r centum of the issued share capital of any 
such other ccjinpany, or sucii as to entitle' the company 
to more than fifty ])er cientum of the voting jiower in 
any such other company; or 

(b) the company has power (not bc'ing power vested in it by 
virtue only of the ])rovisions of a secairity or by virtue 
of sharers issued to it for the ])urj)ose in pursuance of 
those provisions) direcdly or indirectly to nominate or 
appoint the majority of the directors of any such other 
company— 


*New South Wales: s. 107. tVietoria: s. 120. 

Queensland: s. 137. Western Australia: s. 130. 

South Australia: s. 146. 
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every such other company shall be deemed to be a subsidiary 
c ompany and the expression “ subsidiary company means a 
company in the case of which the conditions of this section 
are satisfied. 

Where a company, the ordinary business of which includes 
the lending of money, holds shares in another company as 
security only, no account shall, for the purpose of determining 
under this section whether that other company is a subsidiary 
company, be taken of the shares so held. 

In Tasmania there are no special statutory provisions applicable 
to holding and subsidiary companies. 

It will be observed from the statutory definitions of “ Subsidiary 
Company ” given above, that the statutory meaning of a holding 
company is to he deduced therefrom. In practice, the true test 
as to whether one company is really a subsidiary of another, is— 
docs the latter company actually control the operations of the 
former? If this can be answered in the affirmative then such 
relationship can be said to exist, for otherwise it would be (piite 
possible for say Com})any A to own 60% of the shares in Company B 
on purely an investment basis, the businesses of each being quite 
different and Company A exercising no control whatever o^er 
Company B. Whilst under such circumstances the law provides 
that the relationship of holding and subsidiary company (‘xists, 
and the provisions relating to same must be observed (see pos*/), 
nevertheless the preparation of consolidated statements in such 
cases would not be of any advantage. 

Statutory Provisions re Annual Statements. 

In Ne.w South Wales^ Queensland and South Australia,^ there 
must be set out in the balance sheet of a holding company, separately 
from all its other assets— 

(1) the aggregate debts due from subsidiary comj)anies; 

(2) shares in subsidiary companies; 

(3) aggregate amount of indebtedness to subsidiary companies. 

There must be annexed to the balance sheet a statement signed by 

the directors showing:— 

(a) how the profits and losses of the subsidiary company, or, 
if more than one, the aggregate profits and losses of the 
subsidiary companies, have been dealt with in the accounts 
of the holding company; 

(b) what provision has been made for the losses of the sub¬ 
sidiary company either in its accounts or those of the 
holding company or both; 

(c) how far losses of the subsidiary company have been taken 
into account in arriving at the profits and losses of the 
holding company; 


*New South Wales: ss. 105, 106. 
Queensland: ss. 135, 136. 

South Australia: ss. 144,145. 
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(d) if the auditors’ report on the balance sheet of the subsidiary 
company is subject to qualification, the manner of the 
qualification. 

It is not necessary to specify in the statement the actual amount 
of the profits and losses of the subsidiary company, or the actual 
amount of any part of its profits and losses dealt with in any 
particular manner. 

For the purposes of the above provisions, the profits or losses 
of a subsidiary company mean the profits or losses shown in any 
accounts of the subsidiary company made up to a date within the 
period to which the accounts of the holding company relate, or, 
if there are no such accounts of the subsidiary company available 
at the time when the accounts of the holding company are made up, 
the profits or losses shown in the last previous accounts of the sub¬ 
sidiary company which became available within that period. 

If for any reason the directors of the holding company are unable 
to obtain such information as is necessary for the preparation of the 
statement referred to above, the directors who sign the balance- 
sheet must so report in writing and their report must be annexed 
to the balance sheet in lieu of the statement. 

In Victoria and Western AnMralia*^ there must be annexed 
to the profit and loss account of the holding company (i) a separate 
profit and loss account for each subsidiary company, or (ii) a 
consolidated profit and loss account of the holding company and the 
subsidiary companies—and in addition a statement showing the 
total losses (if any) of the subsidiary companies. There must be 
annexed to the balance sheet of the holding company (i) a balance 
sheet of each subsidiary company, or (ii) a consolidated balance 
sheet of the holding company and the subsidiary companies, elimin¬ 
ating all inter-(company transactions. If the auditors’ report on 
the balance sheet of the subsidiary company is subject to 
qualification, j)articulars of the manner in which the report is 
qualified must be given. 

If the subsidiary company is incorporated outside Victoria, 
(or Western Australia) the separate profit and loss account and 
separatf’! balance sheet of such subsidiary company may be in such 
form and contain such particulars and include such documents as 
the company is required to make out and lay before members by 
the law for the time being in the country or state where it is 
incorporated, and the consolidated profit and loss accounts or 
balance sheets may be drawn up with such adaptations as are 
necessary in the circumstances. 

METHODS ADOPTED IN PRESENTING ANNUAL 
STATEMENTS. 

As each company is a separate legal entity, its accounts are kept 
in the usual manner, and an annual revenue statement and balance 
sheet issued. There are four main methods which may be adopted 

♦Victoria: s. 125. 

Western Australia: ss. 128, 129. 
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in the sotting out of the annual published statements of lujiding 
companies. Those four methods may be described as the— 

(1) “ Legal ” Financial Statement method. 

(2) Separate Financial Statement method. 

(3) Consolidation of Subsidiaries method. 

(4) Consolidated Statement method. 

In addition to the imdermentioned comment on these methods, 
see the recommendations of the Institute of Chartered Accountants 
in Australia, j)ost. 

(1) '' Legal ” Financial Statement Method. 

Under this method the holding company issues its own balance 
sheet accompanied by a prolit and loss statement, i.o., it publishes 
statements which legally comply with the nMpiirements of the 
Companies Act. This “ legal " balatice sheet will show, inU’r ulia^ 
certain information relative to the affairs of the holding and 
subsidiary com])anics as is required by the local Com|)anies Act. 

The general method adopted regarding the profits of subsidiary 
companies is, as explained later, to include as revaume in the holding 
comj)ariy\s profit and loss account, any dividend actually receivecl 
or receivable from its subsidiaries. 

In all States, exce[)t Victoria and Western Australia, there is no 
statutory obligation to give in addition to tlie 'legal” financial 
statements, separate statements cov(Ting tlu^ afbdrs of subsidiary 
companies or a statement (Jonsolidating the affairs of the })()lding and 
its subsidiary companies. It is not ])ermissibl(^ to show in the 
“ k^gal ” balaiu^e sheet the investments held by a holding company 
in its subsidiari(*-s in any other manner than by stating them as a 
separate item amongst the assets. For instance, it is not ]>ermissibl(^ 
to (jonsolidate the assets and liabilities of the subsidiary companies 
in the legal ” balance sheet of th(‘ holding company. If it is 
desired to present to the members a consolidated statenuait this 
must take the form of an additional ann(‘xure to the ‘ legal ” 
balance sheet (see statutory provisions, sujmi). 

Modern accounting authorities regard the “ legal ” financial 
statement method with its incomplete information as obsolete. 


(2) Separate Financial Statement Method. 

The second method adopted for ])rosiuiting the published 
statements of holding and subsidiary companies is for the parent 
company to issue its own balan(*.e sheet and profit and loss statement 
prepared in the same manner as the “legal” financial statement previ¬ 
ously mentioned, and, in addition, to annex thereto a balance sheet 
and profit and loss statement of each subsidiary. This method 
has much to commend it from the viewpoint of an accountant, but 
it may need considerable interpretation before the average 
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shareholder can fully understand it, particularly if there are numerous 
subsidiary companies. An unco-ordinated mass of figures is not 
understandable without access to the information usually required 
for the effective consolidation of the accounts. The difficulty of 
interpretation of the true position is extended where the various 
balance sheets are drawn up along different lines, or prepared 
at different dates, or where the assets have been valued 
on different bases. Another objection to this method is that 
inter-comi)any transactions are not eliminated and, until this is 
done, the true position is not known. 

The prosp(?et of presenting numerous separate balance sheets 
and revenue statements to members is not generally welcomed in 
practice, nor are the general body of members likely to be satisfied 
with a presentation of an abundance of figures which may require 
considerable analysis before the true financial position of the holding 
company and its subsidiaries can be ascertained even with reasonable 
certainty. 

The separate financial statement method of presenting the 
accounts of subsidiary companies may be used in Victoria and 
Western Australia in accordance with the statutory provisions 
operating in those States. In view of the technical difficulties often 
associated with cjonsolidated statements the practice of issuing 
separate financial statements may be accepted as a means of 
presentation where there arc few subsidiaries. 

(.S) Consolidation of Subsidiaries Method. 

The third inetliod adopted for ])resenting the published statements 
of holding and subsidiary companies is to prepare a consolidated 
statement of assets and liabilities and a consolidated revenue 
statement of all the subsidiary undertakings independently from 
those of the published statements of the holding company. In 
practice this system is not much availed of but it has the advantage 
that it tends to indicate more clearly the total amount of investment 
by the holding company in subsidiary companies and to show tlie 
aggregate earnings of the subsidiary undertakings. It also obviates 
some of the disadvantages of Method (2). 

(4) Consolidated Statement Method. 

The fourth method is for the parent company to issue its own 

legal balance sheet accompanied by a consolidated statement 
of assets and liabilities in which are combined the assets and 
liabilities of all the subsidiary companies, including those of the 
holding company. Such a statement would be accompanied by a 
consolidated revenue statement and consolidated appropriation of 
profits statement. This method may be used as an alternative to 
separate “ final ” accounts of subsidiary companies in Victoria and 
Western Australia, in order to conform to the statutory provisions 
applicable in those States. In other States, although not required 
by statute, consolidated statements are regarded as being the modern 
method of supplying information to shareholders. 

Q 
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For most practical purposes the relationship of the subsidiary 
company to the holding company is that of a branch and there 
exists no good reason why its accounts should not be incorporated 
with those of the holding company in a manner similar to those 
of a branch. There also appears no reason why a company which 
divides itself into several compartments should be permitted to 
cloak a large proportion of its affairs and disclose only such profits 
as the directors deem desirable. 

The practice of issuing consolidated state'ments in addition to the 
‘iegal”financial statements is adopted by most of the larger holding 
companies in Australia. The (consolidated statement shows the 
assets and liabilities of the panmt com})any and its subsidiaries. 
Such a statement provides a “ balance sheet ” of the grou]) of 
(’ompanit'S as a whole, treating the subsidiaries as departments or 
branches of the parent com]:)any. This really is their true position. 
WIkui consolidated statements of the hoMing company and its 
subsidiaries are being prepared, all inter-company transactions which 
arise from the separate legal existence of the affiliated companies 
must he eliminated. The companies ar(‘ all regarded as one 
economic unit. The consolidated revenue statement shows the 
profit or loss of the holding company and the proportion attributable' 
to the holding company’s interest in the subsidiary company or 
companies. A consolidated approy)riation of profits statement is 
generally given and the balance of this should “ balance ” with the 
consolidated statement of assets and liabilities. 

Disclosure of the Financial Position. 

The Institute of Chartered Accountants in Australia has made 
certain recommendations as to the methods of disclosing the 
financial position of holding and subsidiary companies in a group. 
These recommendations are j)ractically identical with those issued 
by the Institute of Chartered Accountants in England and Wales 
and are as follows:— 

“ Whore a coin})aiiy holds a direct or indirect controlling interest in another 
company or companies (referred to in this memorandum as ‘subsidiary 
undertakings’), a true appreciation of the financial position and the trend of 
results of the group as a whole can be made only if the accounts of the holding 
company as a separate legal entity take into account or are supplemented 
by information as to the financial position and results of the subsidiary 
undertakings. The following are three methods of disclosing this supple¬ 
mental information. Each has its own value and limitations. The first and 
second methods are suitable only in special cases. 

Method (1): To submit copies of the accounts of each of the subsidiary 
undertakings. 

This method is suitable only where it is desired to focus attention 
on the financial position and earnings of each component of the group. 
It is impracti(‘able where the companies are numerous and, in all but 
the simplest cases, the shareholders of the holding company could not 
obtain a true view of the group as a whole without considerable explana¬ 
tion of inter-company relations. 

Method (2): To submit statements of the consolidated assets and liabilities 
and of the aggregate earnings of the subsidiary undertakings as distinct 
from those of the holding com]jany. 

This method is of value whore it is desired to show the underlying 
assets which represent the investment of the holding company in its 
subsidiary undertakings, or particular groups of them and also the 
earnings attributable thereto. 
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NOTE. —As regards methods (1) and (2), if the holding company trades 
extensively with or through its subsidiary undertakings, the disclosed 
earnings of the subsidiary undertakings may not by themselves be a true 
criterion of the real value of the holding company’s interests in such 
undertakings; in such circumstances their value cannot be assessed 
separately from the value of the group undertaking as a whole. 

Method (3): To submit a consolidated balam^e sheet and a consolidated 
profit and loss account of the holding company and of its subsidiary 
undertakings treated as one group. 

This method is the most suitable for general application. 

“ It must, however, bo remembered that a consolidated balance sheet is 
not a record of the assets and liabilities of a legal entity and that the liabilities 
of each company in the group are payable out of its own assets and not out 
of the combined assets of the grouj). Also, there may be special cases where 
it may bo impracticable or inap])ropriato to include the figiircs of a particular 
subsidiary undertaking in the consolidation. This applies especially in the 
case of subsidiary undertakings operating overseas whore, apart from the 
temporary difficulty of enemy occupation, there may be restrictions on 
exchange. 

A consolidated profit and loss account does not suffer to the same extent 
from these limibitions and, subject to any necessary explanations, the 
aggregate results of the group as a whole can be stated. 8uch disclosure is 
important even if for any reason the publi<*-ation of a complete consolidated 
balance slieet is impracticable or inappropriate. 


Recommendation. 

It is therefore recommended that in the case of every holding company:— 

(1) With the published accounts, statements should be submitted in the 
form of a consolidated balance sheet and consolidated profit and loss 
account or in such other form as will enable the shareholders to 
obtain a clear view of the financial position and earnings of the group 
as a whole. 

(2) Every consolidated statement sho\ild indicate: 

(a) The nature and measure of control adopted as a basis for the 
inclusion of subsidiary undertakings; 

(b) the reasons for the non-inclusion of any subsidiary undertakings 
which would normally be included on the basis adopted for 
the group; 

(c) the procedure adopted in cases where the accounts of subsidiary 
undertakings are not made up to the same date as the accounts 
of the holding company; 

(d) in the case of subsidiary companies operating overseas, if 
relatively important, the basis taken for the conversion of 
foreign currencies as affecting assets, liabilities, and earnings. 

(3) The consolidated balance sheet should exclude inter-company items 
and should show' the combined resources of the group and its 
liabilities and assets, aggregated under suitable headings. It should 
distinguish between capital reserves not normally regarded as available 
for distribution and revenue reserves, including those which would 
be available for distribution as dividend by the holding company 
if brought into its accounts. It should also show the interests of 
outside shareholders in the capital and reserves of the subsidiary 
\mdertakings and, imder a separate heading, the interests of the 
group in subsidiary undertakings whi<*h have not been consolidated, 

(4) The consolidated profit and loss account, or other information given 
as to the earnings of the group, should dist-lose the aggregate results 
of the group for the period covered by the accounts, after eliminating 
the effect of inter-company transactions. It should be in such a 
form that these aggregate results may readily be reconciled with 
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those shown by the profit and loss account of the holding company, 
in which should be stated separately the aggregate amount included 
in respect of the undertakings whose accounts have not been con¬ 
solidated. 

The following, inter alia, should be separately stated: 

(a) The aggregate results of any subsidiary undertakings the balance 
sheets of which have not been included in the consolidation. 

(b) The portion of the aggregate net results attributable to outside 
shareholders’ interests in the subsidiary undertakings. 

(c) The j)c)rtion of the consolidated net results attributable to the 
holding company’s interest which remains in the accounts of 
consolidated subsidiary undertakings or the amount by which 
the dividends from such subsidiary undertakings exceed the 
holding company’s share of their earnings for the period. 

(5) Profits earned and losses incurred by subsidiary undertakings prior 
to the acquisition by the holding company of the shares to which 
they are attributable should be viewed as being of a capital nature 
from the standpoint of the holding company. Such pre-acquisition 
profits (whether received in dividend or not) should therefore not be 
brought into account as being available for distribution in dividend 
by the holding company.” 


THE ACCOUNTING THEORY OF CONSOLIDATED 
STATEMENTS. 

The accounting concept underlying the relationship of j^arent 
and subsidiary company is that the ])roperty of the shareholders 
of the parent company consists of:— 

(a) In the case of wholly owned subsidiaries, the whole of 
the assets less liabilities; 

(b) In the case of partly-owned subsidiaries, the net assets 
of the integrated companies less the interests of “ outside 
shareholders, which, so far as the consolidated accounts 
are concerned, arc generally shown as a liability. 

The theory underlying the consolidated statements of assets 
and liabilities and consolidated revenue statements is, 

(a) The elimination of the investment item in the balance 
sheet of the holding company and the substitution therefor 
of the assets and liabilities of the subsidiary company. 
In so doing the proportion of the interest of outside share¬ 
holders in the subsidiary company must be provided for. 

(b) The elimination of inter-company items in both the state¬ 
ment of assets and liabilities and in the consolidated 
revenue statement. 


General Plan of Consolidation. 

Where the holding company does not own the whole of the issued 
shares in the subsidiary, it is necessary for the interests of outside 
members to be preserved. Should a subsidiary company be wound 
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up, the assets would be realised and after the creditors are paid, 
the members would share in the balance according to their rights. 
If, therefore, the holding company brings into the consolidated 
statement of assets and liabilities, the whole of the assets of a 
subsidiary company, it must also bring in the whole of the liabilities 
and also provide for the pro])ortion of the assets, liabilities, reserves 
and profits attributable to shareholders outside the group of 
companies. The interests of these outside shareholders in the 
capital and undivided profits of the subsidiaries appear as a liability 
in the consolidated statement as ‘‘ Interests of Outside Shareholders,” 
or “ Minority Interest.” 

Accounting theory requires, on consolidation, that balances 
representing inter-company shareholdings, indebtedness and 
transactions (trading, dividends, etc.), must be cancelled out in a 
similar way to inter-branch debts and trading.* Inter-company 
profits in stocks transferred but unsold and other unrealised assets 
should be deducted from the combined profit and loss statement and 
from the various assets in the consolidated statement of assets and 
liabilities so that they will be reduced to cost to the organisation as a 
whole, i.c., reduced t-o the cost which an affiliated comy)any originally 
purchased or manufactured them. Where the subsidiary is only 
partly owned some accountants suggest that any such unrealised 
inter-company profits should only be reduced to the extent of the 
proportion of the shares held by the holding comy)any. They 
suggest that as regards the “ outside ” shareholde^rs a profit is made 
as soon as a transfer is efiected even to a member of the (combine. 
It is considered, however, to be sound accounting practice to 
eliminate the entire profit with respect to any such inter-company 
transactions. It is uneconomic that sales by one member to another 
member of the group of affiliated companies should be a means of 
inflating the profits of the combine. Transfers between units in 
the area of consolidation are considered as incay>able of creating 
either y)rofits or losses. Consolidated Statements are prepared 
for the benefit of the dominant interest and are of little if any value 
to the minority (shareholders. 

The accounting entity concept by which the grouyi of comy^anies 
is treated as one economic unit suggests that cost to the entire 
entity of companies is the correct figure for, say, the valuation of 
stock. If for some of the stock the valuation is cost to the entity 
as a whole and for other portions the valuation is cost to a specific 
unit of the grouy) (because of the elimination of only portion of the 
yjrofit of inter-comj)any transfers) the result is a stock valuation 
in the consolidated statement which is neither “ cost nor market ” to 
any one interest but is a “mixture” of valuations. Where, however, 
one company manufa(itures plant or machinery for another, it 
may be open to discussion whether such a proposition is not too 
conservative. The same remark applies where services are 
rendered by one company to another. 


*This is a statutory requirement in Victoria and Western Australia where 
it is provided by the Companies Acts, that all inter-company transactiona 
must be eliminated. 
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Where an asset of one company in the group can be identified 
with a corresponding liability of another company in the group, the 
two figures operate as a contra and are eliminated. 

Adjustments are necessary in relation to reserves exising at, 
and profits earned prior to, the date on which the holding company 
acquired the controlling interest in the subsidiary company. 
Goodwill and the interest of outside shareholders must also be 
adjusted as at such date. Any account for goodwill existing at the 
date the holding company acquired control will require adjustment 
in the combined statements. The different methods of treatment 
of goodwill on })urchase will be fully shown in the examples of 
consolidation given later. 

In the ])reparation of the consolidated revenue statement there 
is a tendency to give the minimum of information only, with the 
result that a clear stattMiient is not available to the holding company 
shareholders. By showing the total earning of the grou]) without 
information as to what j)ro])ortion belongs to minority interests 
and what belongs to the holding company, the statement loses its 
value. The alternative is to prepare a statement giving the profits 
available to the holding company and to minority interests se])arat(*ly, 
or to give only the holding company’s interests in the group and 
eliminate the minority interests from the consolidated statement 
of profit and loss. Consolidated statements are })] epared not for the 
information of minority interests, tlu^y are prepared in sj)ite of 
the existence of these outside shareholders.* Th(‘- elimination of the 
minority interests gives the statement clarity from the holding 
company shareholders’ })oint of view. It is tlien a simple matter 
to show on the statement any desired information such as fees 
paid to directors of subsidiary companies, or ])rovisions for 
taxation which have been made in the subsidiary companies’ books 
before arriving at the holding company’s intt^n^st. In any case the 
statement of profits and losses should (clearly indicate the method 
adopted for consolidation j)urj)oses. 

In order to consolidate the revenue statements and balance sheets 
of several companies it will be nec^essary to j)ut into effect or adoj)t 
the procedure dis(aissed hereunckir. 

To attain uniformity in accounting methods it is desirable to 
issue to the accountants of the associated com])anies detailed 
instructions regarding the classification of income and expenditure 
both revenue and cafhtal. Accounting instructions should be 
designed to secure uniformity of practice between the companies. 
Without such an accounting manual it is often necessary to 
“ redraft ” the accounts of all the companies to a standard form 
before commencing to consolidate them. 

A similar system of accounting should be employed by each 
of the constituent members of the combine and the accounts should, 
where possible, be made up to the same date. Although this 

*The minority interest is entitled to regard the profits on inter-company 
transactions as available for dividend but this profit will be reflected in the 
accounts of the legal unit concerned. The published financial statements of 
the company in which these persons hold the shares is the source of this 
information not the (‘onsolidated statements. 
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factor is desirable it is not an absolute essential, and where the 
balancing dates are not the same any adjustment necessitated by 
variations in inter-company balances may be made in the 
consolidated statement of assets and liabilities. 

Assets and Jiabilities should be uniformly classified. Unless 
a uniform classification is adopted and the bases of valuation 
standardised with uniform depreciation and amortisation rates, 
and a standard policy regarding the treatment of dividends declared 
and payable is adopted, the consolidated statements will be of 
little value. 

Share capital, reserves and jirofit and loss balances as at the date 
of purchase of tlie shares in the subsidiary company are not 
transferred to the consolidated statement. Reserves and profit and 
loss balances arising since the date of purchase of shares in the 
subsidiary (;o7iipariy are shown in the consolidated statement. That 
portion attributable to the interest of the holding company is added 
to the reserves and ])rofit and loss balances and that portion 
belonging to ‘‘ outside shareholders '' is added to the item Interests 
of Outside Shareholders, or Minority Interest. 


CONSOLIDATED STATEMENTS OF ASSETS AND 
LIABILITIES. 

Consideration will now be given to the consolidation of the 
balance sheets of a holding (‘-ompariy and its subsidiary company or 
companies. 

The holding com])any may completely or partially own the 
subsidiary. Where the liolding company does not own the w'hole 
of the issu(‘(l shares in the subsidiary, it is necessary for the interests 
of outside members to be preserved. For example, should a 
subsidiary company be wound-up, the assets would be realised and, 
after the creditors are paid, the members w ould share in the balance, 
according to their rights. Therefore, if the holding company 
brings into the consolidated statement of assets and liabilities 
the whole of the assets of a subsidiary company, it must also bring 
in the whole of the liabilities and also provide for the proportion 
of the assets, liabilitit's, reserves and profits attributable to share¬ 
holders outside the group of companies. The interests of these 
minority shareholders in the capital and undivided profits of the 
subsidiaries ap])ear as a liability in the consolidated statement 
styled “Interest of Outside Shareholders.” 

The preparation of consolidated statements can be complex, 
and it is desirable to illustrate firstly >^dth a simple example. 

The consolidated statement is that which results from including 
in the balance sheet of the holding company the details, i.e., the 
actual assets and liabilities, of the investment in the subsidiary 
company instead of showing in the holding company’s balance 
sheet the item “ Investment in Subsidiary Company.” 
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Illustrative Example 1. 

Assume a balance sheet of the holding company as follows:— 
(a) _ Australian Hol ding Com p any, Ltd. _ 


Share Capital .. . . £10,000 I Investment in Australian 

Creditors . . . . . . 2,000 j Subsidiary Co. Pty. Ltd. 

I 2,000 shares at cost . . £2,000 

I Other Assets . . . . 10,000 


£ 12,000 


£12,000 


The Australian Holding Co. Ltd., has purchased the whole 
of the shares in Australian Subsidiary Co. Pty Ltd., whose balance 
sheet is as follows:— 

(b) Aust ralian S ubsidiary Comp an y Pty Ltd. 

Share Capital . . . . £2,000 I Assets .. .. .. £3,000 

Creditors . . . . . . 1,000 

£3,000 I £3,000 

A consolidated statement of assets and liabilities may readily be 
prepared; this requires the elimination of the investment in the 
subsidiary company in the balance sheet of the holding company 
and the substitution therefor of the assets and liabilities of the 
subsidiary company, but not, of course, the share (‘a])ital. 

The best method of consolidating the balance sheets of the 
holding and subsidiary companies is by means of an adjustment 
work sheet. In this adjustment sheet inter-company transactions 
may be eliminated and other items consolidated. It will be noted 
that, although a consolidated statement is j)rtq)ared for the holding 
and subsidiary company, no entries are actvallij made in either 
company's books. These adjustme^nts—eliminations and consolid¬ 
ations—only appear on the adjustment sheet, and then the result 
of th(uu on the consolidated statement. 

In the above example the item ‘‘JnvestnuMit in Australian 
Subsidiary Co. Pty. Ltd.” and the corresponding item “ Share 
Capital ” are extended into the elimination columns and cancelled 
against each other. The same would a])ply to any (current accounts 
betweeiii the companies, tlie onc^ a debit and the other a credit of 
equal amount, and so on. The remaining like items of Australian 
Holding Co. Ltd. and Australian Subsidiary Pty. Ltd., are 
combined to form the data of the consolidated statement column. 

The adjustment work sheet would then appear as follows:— 


Adjustment Work Sheet. 



Aust. 

Holding 

Co. 

Aust. 

Subsidiary 

Co. 

! Adjustments and 

1 Eliminations. 

1 Dr. Cr. 

1 (,'On- 

j solidated 
Statement. 

ASShri’H. 

Sundry Assets 
Investment in Aust. 
Subsidiary Co. . . 

£10,000 

2,000 

£3,000 


2,000 

£13,000 

LIABILITIES. 
Share Capital 
Creditors . . 

£12,000 

£^000 



£137060 

10,000 

2,000 

2,000 

1,000 

2,000 


10,000 

3,000 


£12,000 

£3,000 ' 

£2,000 

£2,000 

£13,000 
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The totals of both the debit and credit columns in the adjustment 
work sheet, similar to a journal, must agree. The consolidated 
statement is as follows:— 

(c) * Consolidated Statement of Austrsuian Holding 

Company and its Subsidiary. 


Share Capital .. .. £10,000 Assets .£13,000 

Creditors .. .. .. 3,000 

113,000 £13,000 


The above example is sim[>lc in the extreme and the question 
of goodwill docs not arise, for the holding company purchases the 
shares at their actual hook value. Where the shares are purchased 
at a figure different from the book value, the entries are slightly 
more elaborate. 

Illustrative Example 2. 

Assume that the balance sheet of the holding company is the 
same as that in Example (1) (a), but that the holding company 
purchases the shares for £2,500. Its balance sheet will appear 
as under;— 

(d) Australian Holding Company, Ltd. 


Share Capital . . . . £10,000 I Investment in Australian 

Creditors . . . . . . 2,000 Subsidiary Co. Pty. Ltd. 

I 2,000 shares at 25/- . . 2,500 
1 Other Assets . . . . 9,600 

_ I _ 

£12,000 j £12,000 

The balance sheet of tlu? subsidiary company will be the same 
as that originally shown and marked “ (b) above. 


Adjustment Work Sheet. 



Aust. 

Holding 

Co. 

Aust. 

Subsidiary 

Co. 

j 

Adjustments and 
Eliminations. 

Dr. Cr. 

1 Con¬ 
solidated 
State¬ 
ment. 

ASSETS. 

Sundry Assets 
Investment in Sub- 
sidifiry Co. 
Goodwill from Con¬ 
solidation 

£9,500 

£2,500 

£3,000 

500 

2,500 

£12,500 

500 


£12,000 1 

£3,000 



£13,000 

LIABILITIES. 
Share Capital . . 1 

Oeditors | 

10,000 

2,000 

2,000 

1,000 

2,000 


10,000 

3,000 


£12,000 

£3,000 

£2,600 

£2,600 

£13,000 

1 







*For convenience this abbreviated form of title will be used for the time 
being. The heading to such statement should be as follows;—“ Consolidated 
Statement of Assets and Liabilities of Australian Holding Company Ltd., and 
its subsidiary, Australian Subsidiary Company Pty. Ltd., as at.” 
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The consolidated statement will appear thus:— 

(e) Consolidated Statement of Australian Holding 

Com pany and its Subsi diary . _ 

Share Capital .. . . £10,000 Assets . . . . . . £12,50 > 

Creditors . . . . 3,000 Goodwill (Purchase 

Price of Shares) £2,500 
Nominal Value . . 2,000 

-50i 

£13,000 ■ £13,000 


Still assuming that the holding company acquires all the shares 
in the subsidiary company, a slightly more complex problem will 
be given. 


Illustrative Example 3. 

(f) Australian Holding Company, Ltd. 


Share (^apital 
Profit and Loss 
Creditors 


£10,000 

2,500 

2,500 


Investment in Aiist. Sub¬ 
sidiary Co. Pty Ltd. 
2,000 shares at 25/- 
Other Assets 


£15,000 


£2,500 
12,500 

£15,000 


At the date of purchase of the 2,000 sJiarcs in the subsidiary, 
the position of the subsidiary C()m])any was as under:— 


(g) 

Australian Subsidiary Company, Pty Ltd. 


Share Capital 

. . £2,000 

Assets 

£3,400 

Profit and Loss 

200 



Ro.serves 

200 



Creditors 

1,000 




£3,400 


£3,400 


Adjustment Work Sheet. 




Aust. 

Aust. 

Adjustments and 

('on- 


Holding 

Subsidinry 

Eliminations. 

soli dated 


Co. 

Co. 

Dr. 

(V. 

State¬ 

ment. 

ASSETS. 






Sundry Assets 
Investment in Aust. 

£12,500 

£3,400 



o 

o 

Subsidiary C-o. . . 
Goodwill from con¬ 

2,500 



2,500 


solidation 



100 


100 


£15,000 

1 £3,400 



£10,000 

LIABILITIES. 

Capital 

£10,000 

i 

£2,000 

£2,000 


£10,000 

Profit and Loss 

2,,500 

200 

200 


2,500 

Creditors 

2,500 

1,000 



3,500 

Reserves . . 


200 

200 




£15,000 

1 £3,400 

£2,500 

1 £2,500 

£16,000 
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It will be noted that share capital, reserves and profit and loss 
balances, as at the date of 'purchase of the shares in the subsidiary 
company, are not transferred to the consolidated statement. 

The consohdated statement is:— 

<h) Consolidated Statement of Australian Holding 

Company and its Subsidiary. 

Share Capital . . . £10,000 1 Assets .. .. .. £15,900 

Profit and Loss . . . . 2,500 ! Goodwill (Purchase 

Creditors . . 3,500 ! Price of Shares) £2,500 

Nominal Value . . 2,000 

500 

Less Profit and 
T.oss £20f) 

Kcser\t‘s 200 

_-400 

- 100 

£ 10,000 £ 10,000 


The holding company should not add to its own profit and loss 
account any balance of profit earned by the subsidiary at the date 
of the acquisition of the shares. The holding company has 
presumably paid an increased price for the subsidiary company’s 
shares for it ‘‘ buys ” the rights to these profits. When the 
subsidiary com])any pays a dividend out of these profits such share of 
dividend as may be re(^eived by the holding comi)any should not 
be credited to Dividend Account, but used to write dow n the value of 
the investment. Thus, if the £200 profit shown above were paid to 
the holding company by the* subsidiary, the true worth of the shares 
would become £2,1100. The holding company instead of having an 
investment valued at £2,500 would now have an investment of £2,300 
and cash £200. ]n the consolidated statement, however, the amount 
is set off against Goodwill on ('onsolidation. Similarly with the 
reserves, in this case amounting to £200; they are })resumably 
“ purchased ” by the holding company and in the consolidated 
statement of assets and liabilities th(‘ })urchase price will be reduced 
as showm above. 

Thus far we have merely considered the amalgamation of the 
balance sheets as at the date of purchase of the shares. We will 
now consider an amalgamation at, say, one year after purchase of 
the shares and for simplicity will assume that the holding company 
owns the whole of the capital of the subsidiary. 

Illustrative Example 4. 

For convenience we will assume that the balance sheet of the 
holding company is the same as that in Example (3) (f) and that 
the subsidiary company’s balance sheet was, at date of consolidation, 
the same as tliat in Example (3) (g) above but that at the end of the 
year after consolidation there have occurred the following alterations 
in its accounts—profits, £100] creditors, £1,200, and thus assets 
of £4,100. 
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Adjustment Work Sheet. 




Aust. 

1 Aust. 

Adjustments and 

Con- 


1 Holding 

! Subsidiary ! 

Eliminations. 

solidated 


Co. 

Co. 

Dr. 

Cr. 

State¬ 

ment. 

Asstrrs. 

Investment in Aust. 





1 

Subsidiary Co. . . 

£2,500 



2,600 


Assets 

Goodwill from Con- 

12,500 

4,100 

i 


£16,600 

solideitioii 



100 i 


100 


£15,000 ! 

! £4,100 



£10,700 

1 

LIABILITIES. 
Share Capital 

£10,000 

£2,000 1 

1 £2,000 


£10,000 

Profit and Loss 

Bal. of Profit at date 

2,500 

500 



3,000 

of Purchase 


200 1 

1 200 



Reserves 


1 200 ! 

200 



Creditors 

2,500 

1,200 I 



3,700 


£15,000 

£4,100 : 

£2,500 

£2,500 

£16,700 


As ox])lained already, profit and loss balances and reserves as 
at date of purchase are not shown in the consolidated statement, 
but reserves and profit and losses since date of purchase do appear, 
as the shareholders of the holding company are entitled to have 
these distributed to them. 


The consolidated statement is thus as follows:— 

Consolidated Statement of Australian Holding 
(i) Company and its Subsidiary. 

Share Capital . . £10,000 I Assets . . . . . . £16,000 

Profits — I Goodwill . . . . . . 100 

Holding Co. . . £2,500 i 

Subsidiary C^:). . . 500 | 

- 3,000 : 

Creditors . . . . . . 3,700 : 

£10,700 . £10,700 


INTEREST OF OUTSIDE SHAREHOLDERS. 

The entries necessary to consolidate the statements of holding 
and subsidiary may be very complex where the subsidiary is not 
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wholly owned by the parent company, but the explanation will 
be continued along simple lines. 

The method of consolidation is to include in the consolidated 
statement the whole of the assets and liabilities of the holding and 
subsidiary company (less any inter-company eliminations), i.e., 
both the proportion applicable to the shareholde?rs of the holding 
company and that attributable to the persons who hold shares 
in the subsidiary other than the holding company and known as 

Minority Shareholders,” or “ Outside Shareholders.” 

The interest of the minority shareholders in the assets (less 
liabilities) must be segregated and shown under a separate heading 
on the liabilities side of the consolidated statement as “Interest 
of Outside Shareholders.” 


Dlustrative Example 5. 

Assume the balance sheet of the holding company is as follows : 


(j) 

Australian Holding Company Ltd. 



Share Capital 

.. £10.000 ! Investment in 

Aust. 

Sub- 

Profit and Loss 

2,500 1 sidiary Co., 

Ptv 

Ltd. 

Creditors 

2,500 1 2,000 shares at 25/- 

.. £2,500 


j Sundry Assets 

i 

.. 12,600 

£15,000 

£15,000 


And assume that the balance sheet of the subsidiary at the date 
of the purchase of the 2,000 shares is as follows:— 


(k) Australian Subsidiary Company Pty Ltd. 


Share Capital 

. . £3,000 

Reserves 

300 1 

Profit and Loss 

30 j 

Creditors 

1,700 1 

1 


£5,030 j 


£5,030 


£5,030 


It will be noted that the holding company owns only 2,000 shares 
of a total capital of 3,000 shares in the subsidiary. 

In the preparation of the work sheet it is necessary, as illustrated, 
to adjust the items in which the minority shareholders have an 
interest. 
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Adjustment Work Sheet. 


A list. 

H ol(iing 
' Co. 

Aust. 

Subsidiary 

Co. 

Adjustments and 
Eliminations. 

Dr. Cr. 

Con- 

Bolidated 

State¬ 

ment. 

Assets. 






Investment in Sub 
sidiary Co. 
Sundry Assets 
(Goodwill from Con 
Bolidation 

£2,000 

I 2,500 

5,o:io 

2S0 

2,500 

£17,530 

280 


£ir),ooo 

£5,030 



£17,810 

Liabilities. 






SHARE 

CAPITAL- 
Holding Co. 
SubHidiary Co. 

Held by Holding 
Co. £2,000 

Held by 

Minority il.OlKI 

i 10.000 

3,000 

2,000 


10,000 

1,000* 

PROFIT & LOSS— 






Holding Co. 
Subsidiary Co., 

Due to H olding 
Co. £20 

Due to 

Minority £10 

2,500 : 

1 1 

i i 

1 1 

' 

30 

20 


2,500 

10* 

RESERVES— 

1 1 

: 1 





Belonging to 

Holding Co. £200 
Belonging to 

Minority £100 


300 I 

200 


100* 

Creditors .. 

2,500 I 

1,700 I 



4,200 


£15,000 I 

£5,030 1 

£2,500 ! 

£2,500 

£17,810 


*Note: —Those items marked with an asterisk represent the 
interests of the minority shareholders in the subsidiary company 
and are added together and shown as one amount in the consolidated 
statement. 

I'he minority shareholders are entitled to their share of the 
r(‘s(^rves and profits of the subsidiary company, corresponding 
to the ratio of the capiUil they hold to the total capital of the subsidiary. 
The goodwill, £280, is the difference between the total of the debit 
and credit columns of the work sheet. 
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The amount of goodwill may be verified as under:— 

Proof of Goodwill from Consolidation. 


Shareholders Funds—Capital .. .. .. .. .. .. £3,000 

Keserve .. .. .. .. .. .. 300 

Profit and Loss . . . . . . . . .. 30 


£3,330 

Less Interest of Outside Shareholders, l/3rd .. .. .. .. 1,110 

Net Funds of Shareholders of Holding Co. in Subsidiary .. .. 2,220 

Purchase Price . . . . ,. .. .. . . . . .. 2,500 

Goodwill . . . . .. .. . . . . .. £280 


If the purchase price was less than the holding company’s 
proportion of the net funds of the subsidiary, the result would 
constitute a reserve (or premium) from consolidation. Here the 
term funds is used to mean capital, reserves and profits. If the 
purchase price is exactly equal to the net funds acquired then there 
is neither goodwill nor reserve (or premium) from consolidation. 


'Fhe consolidated statement would appear as under:— 

Consolidated Statement of Australian 
Holding Co. Ltd. and its Subsidiary. 


Capital .£10,000 

Profit and Loss . . . . 2,500 


Shareholders’Funds .. 12,500 

Interest of Outside Share¬ 
holders .. 1,110 

Creditors . . . . , , 4,200 


£17.810 ! 


Assets 

Goodwill 


£17,530 

280 


£17,810 


We can now go a stcj) further and consolidate at the end of a 
year’s trading. 


Illustrative Example 6. 

We will assume that the balance sheet (k) of the subsidiary 
company in Example (5) is altered at the end of the year so that 
the reserves are now £900 and the profit and loss account is £300. 
The only other alteration is an increase of the assets by a similar 
amount to £5,900. 

We will now consolidate with the balance sheet of the holding 
company which, for ease, we will take as still being the same as. 
(j) in Example (5), 
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Adjustment Work Sheet. 


Aust. Aust. Adjustments and 

Con- 


Holding Subsidiary Eliminations. 

solidated 


Co. Co. 

State- 


j Dr. Cr. 

ment. 

Assets. 



Sundry Assets 

£12,500 £5,000 ' 

£18,400 

Investment in Sub- 

i 1 


sidiary . . 

2,500 ! ! 2,600i 


Goodwill . . 

i , •--80, ! 

280 


£15,000 ] £5,000 j i 

£18,680 

Liabilities. 

; 


SHARE CAPITA!; 

! 1 ‘ 


Holding Co. 

10,000 i 

10,000 

Subsidiary Co. 1 

1 : 
1 



Held by ' 

Holding I 

Co. . . 2,000| 


Held by 1 | i 

Minority 1,000 

-' 3,000 2,000 f * 1,000 

PROFIT & LOSS I I 

Holding Co. ! 2,500 j f 2,500 

Subsitliary Co. ' | 

Due to ; 

Holding I i I 

Co. 200^ ' 20 i '[180 

Due to ' I I 

Minority lOOj , 300 : *100 

RESERVES I i I 

Belonging to | , i ! 

Holding Co. 600 | 1 200 I 400 

Belonging to I j 

Minority 300; 900 *300 

CREDITORS I 2,500 i 1,700 | ! 4,200 

j £15,000 , £5,900 £2,500 | £2,500 I £18,080 

Note: Those items marked with an asterisk re])r(‘sent thti interest of outside 
sharch oldors. 

The consolidated statement is as follows:— 


Consolidated Statement of Australian 
Holding Company Ltd. and its Subsidiary. 


Capital 

£10,000 Sundry Assets 

.. £18,400 

Profit and Loss 

2,680 Goodwill .. 

280 

Reserves 

400 


Shareholders* Funds 

13,080 


Interest of Outside Share¬ 

1 


holders 

1,400 ! 


Creditors 

4,200 1 



£18,680 

£18,680 


The consolidated statement takes into account the profits made 
j since the merger and not yet distributed. These profits appear 
I firstly as an addition to the minority shareholders’ interest, and 
secondly as an addition to the profit and loss of the group. 
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Summary. 

At this stage the following summary may be of assistance 
particularly to student readers:— 

(1) The consolidated statement of assets and liabilities is quite a 
distinct statement from the statutory balance sheets of the 
holding and subsidiary companies. Each company must 
prepare its own balance sheet along usual lines and quite 
separately from the consolidated statement. The consol¬ 
idated statement shows the position of the affiliated 
companies as a unit. Such a statement does not show the 
financial status of any actual company. 

(2) The consolidated statement of assets and liabilities results 
from the substitution of (instead of the item on the assets 
side of the holding company’s balance sheet—“ Investment 
in subsidiary companies ”), the actual assets and liabilities 
that comprise the investment. 

(3) The system of accounting of each member of the group 
should be similar. Complicated adjustments are obviated 
where the balancing dates of all the companies are the 
same. Where the balancing dates are not the same any 
adjustment necessary because of inter-company variations 
may be made in the consolidated statement. This is 
usually achieved by means of a “ Suspense Account.” 

(4) Assets and liabilities should be classified on a uniform 
basis. All companies should have standard policies re 
depreciation, dividend, etc. 

(5) Inter-company transactions must be eliminated, e.g., a 
current account of a holding company in the subsidiary 
company’s books, and a current account of a subsidiary 
company in the holding company’s books if of equal 
amount would be cancelled and neither would appear in 
the consolidated statement. Where stocks are transferred 
from one member of the group of companies to another 
member and unsold at balancing time, an adjustment 
is necessary to eliminate unrealised inter-company profit 
and thus reduce such stocks to cost. The valuation should 
as explained earlier, be cost to the combine as a whole. 

(G) Dividendf^, In the holding company's hooks dividends 
received from a subsidiary if paid from profits or free 
reserves existing at the date of purchase are credited, as 
received, to the investment account, but if paid from profits 
made after the date of purchase, they are credited, when 
received, to its revenue statement. In the consolidated 
statement these dividends are thus, in effect set off, if paid 
from pre-acquisition profits, against goodwill on consolid¬ 
ation, for the cost of the investment is reduced. But if the 
dividends have been paid from post-acquisition profits they 
are shown as available for distribution. 

(7) Reserves and Profits — 

(a) The holding company’s proportion of reserves and 
undistributed profits of the subsidiary company at 
the date of acquiring the interest in the subsidiary 


R 
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company do not appear in the consoKdated statement 
as being funds of the holding company, and are 
eliminated in the work sheet. 

(b) Any future increase or decrease in those reserves or 
undistributed profits is reflected in the consolidated 
statement (only, of course, to the extent of the holding 
s company’s interest) as being an increase to or decrease 
(if a loss) from the funds of the holding company. 

Illustrative Example 7. 

Planet Limited purchased 2Q,000 fully paid-up £1 shares in 
Star Limited, paying £30,000 therefor. 

At the time of the purchase the Balance Sheet of fc^tar Ltd. was 
asfollows:— 


Shareholders' Funds 


1 Fixed Assets 

. . 29,260 

Paid-up Capitiil 

25,000 

1 (''urrent Assets 

.. 19,840 

General Reserve 

5,000 

1 Goodwill . . 

3,000 

Profit and Loss 


1 


Approp. A/c 

8,600 





38,600 


Creditors 

3,600 



Bank Overdraft 

7,400 



Provision for Taxa¬ 




tion 

2,500 




— 

13,500 1 




£52,100 i 

£52.100 


Immediately after the purchase Star Limited declared a dividend 


of 5%. 

At the usual balancing dates (30th Ai)ril in the case of Star 
Limited, 30th June in the case of Planet Limited) the Balance 
Sheets of the two companies were as under:— 

Sta r Limited. Planet Limited. 

Liabilities— £ £ £ 


Creditors 

4,700 

8,514 

Bank Overdraft 

2,900 

2,316 

Planet Limited 

3,000 


Provision for Taxation 

3,000 

6,500 



13,600 

Shareholders’ Funds— 

Paid-up Capital 

25,000 

100,000 

General Reserve 

6,000 

12,500 

Profit and Loss Appropriation 

Account 

8,900 

9,770 




— 

- 39,900 - 

122,270 




£53,500 

£130,600 

Current Assets 

Star Limited 

Shares in Star Limited 
Fixed Assets 

Goodwill 



20,875 

29,625 

3,000 

49,830 
3,500 
29'oOQjr 
52,270 ^ 
5,000 / 




£53,500 

£139,600/ 


Show the consolidated statement of assets and liabilities m 
Planet Limited and its subsidiary Star Limited, together with tile 
adjustment work sheet. 







Adjustment Work Sheet. 
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Consolidated Statement of Assets and Liabilities of Planet Ltd. (made up to 
SOthJune) and its Subsidiary Star Ltd. (made up to 80tb April). 


Shareholders’ Funds 
Share Capital £100,000 
Reserves . . 13,300 

Profit and Loss 11,010 


£124,310 


Premium on Consolidation 
Interest of Outsirle Share¬ 
holders 

Current Liabilities 

Creditors . . £13,214 
Bank Overdraft 5,210 
Provision for 

taxation . . 0,500 


£124,310 




Goodwill 

■■ ^sponse account 


880 

7,080 

27,030 


Fixed Assets 
Current Assets 
Intangibles _ 


£8,000 


for inter-com¬ 
pany transac¬ 
tions between 
balance dates 


500 


£8,500 


£81,895 

70,706 

8,50(>< 


£27,030 


£161,100 


£161,100 


It will be noted that in the above example two columns are used 
in the adjustment work sheet, one being for the elimination of 
inter-company transactions and the second for all other adjustments. 
Also where there are minority shareholdcTS a separate column 
allows of the ready calculation of their total interest. 


Consolidation with Two Subsidiaries. 

A more advanced illustration of the consolidation of balance 
sheets is now considered. 


Illustrative Example 8. 

From the information derived from the balance sheets of the 
Giant Motor Company Ltd. and its two subsidiaries, the Tiny Tyre 
Co. Ltd. and the Elphin Manufacturing Co. Ltd. at 31st December, 
1950, prepare a consolidated statement of assets and liabilities 
together with an adjustment ^rk sh eet. 

At the date of acquisition of the shares in the Tiny Tyre Co. Ltd., 
the General Reserve ofthat company amounted to £3,000 and there 
was no balance in its Profit and Loss account. The illphin Man. Co. 
Ltd. had no balance in its Profit and Loss account at date 
of acquisition. See diagram of the group of Companies at the 
end of the solution to this question on p. 250. 
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Giant Motor Co. Ltd. 

Balance Sheet as at 81st Decemher, 1960 


Share Capital— 

Authorised and Issued 
200,000 Ordinary Shares 
of £1 each fully paid .. £200,000 
Sundry Creditors .. .. 40,000 

General Reserve 30.000 

Profit and Loss 

Balance forward £ ^^00 0 
Add Profit for year 7.000 

-- 12,000 


Goodwill at Cost .. £25,000‘ 

Buildings .. 80,000^ 

Plant and Machinery .. 30,000<^ 

Stock-in-Trade .. 17,000 

Sundry Debtors— 

Trade Debtors .. £35,000 
Tiny Tyre Co. Ltd. 2.000 ' 

- 37,000 

Bills Receivable (accepted by 
Elphin Manufacturing Co. 

Ltd.) . 

Investments at Cost— --- 

Tiny Tyre Co. Ltd., 

20,000 Ordinary 
Shares of £1 .. £25,000 ^ 

Elphin Mfg. Co. 

Ltd., 8,000 Ord- . 

inary Shares of £1 1 2,00 0 ^ 
Government Bonds 

- 55,000 

Cash at Bank . . .. 33,000 


£282,000 


£282,000 


Tiny Tyre Co. Ltd. 

Balance Sheet as at 31st December, 1950. 


Share Capital— Goodwill at Cost 

Authorised and Issued Buildings .. 

26,000 Ordinary Shares of Machinery .. 

£1 each fully paid.. .. £26,000 Stock-in-Trade 

Sundry Creditors— Sundry Debtors 

Trade .. Cash at Bank 

Giant Motor Co, ^ y Cash in hand 

Ltd. 


£10,000 
6,000 > 
12,000 b- 
500 ^ 
6,000* 
7,100 
200 


General Reserve 
Profit and Loss 


£41,800 


£41,800 


The Elphin Manufacturing Co. Ltd. 
Balance Sheet as at 81st December, 1950. 


Share Capital— 

Authorised and Issued, 
10,000 Ordinary Shares of 
£1 each, fully paid 
Sundry Creditors 
Bills Payable (including bills 
drawn by Giant Motor Co. 
Ltd., £6,000) 

Profit and Loss 


£10,000 

2,000 


Buildings .. 

Plant and Machinery 
Stock-in-Trade 
Sundry Debtors .. 
Cash at Bank 
Cctsh in hand 


£7,600 
1,200 ' 
7,000^ 
2,400 
1 , 100 ^ 
100 ^ 


£19,300 


£19,300> 


The Stock-in-Trade of Giant Motor Co. Ltd. includes £4.400 for m 

Co. Ltd. on 
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otp £400 profit in stock totally eliminated. 











Consolidated Statement of Assets and Liabilities. 
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In respect of the above group of companies the following 
diagram may be prepared showing the relation of Giant Motor 
Co. Ltd. with its two subsidiaries. 



Illustrative Example 9. 

The balance sheets of the holding and subsidiary companies 
(A Ltd. and B Ltd.) will be assumed to be as under:— 


Balance Sheet of Holding Ltd. as at 81st December, 1949. 


£ 

Issued Capital 100,000 

Premium on Shares .. 10,000 

(Being premium on issue 
of 20,000 shares issued 
to pay for 30,000 shares 
in A. Co. Ltd.) 

Creditors .. .. . . 19,000 

Profit and Loss bal¬ 
ance .. .. £5,000 

Add interim divi¬ 
dend from B. Ltd. 6,000 
Add Profit for 
year to date 12,000 

- 23,000 

£162,000 


£ 

Land, Buildings and Plant 26,000 
Investments, at cost— 

30,000 Ordinary 
Shares in A. Ltd. £30,000 
20,000 Ordinary 

Shares inB. Ltd. 40,000 


Stock 


70,000 

10,000 

Sundry Debtors 

.. 10,000 


Advance to A. Ltd. 16,000 


Bills Receivable 

(accepted 

26,000 

by A. Ltd.) 

8,000 

Bank .. . 


14,000 



£162,000 


Contingent Liability. Bills under discount—£10,000 
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Balance Sheet of A. Ltd., as at 81st Deoember, 1949. 


£ 

Issued Capital 40,000 

Creditors (including £15,000 
owing to Holding Ltd.) 20,000 

Bills Payable (all issued to 

Holding Ltd.) .. 18,000 


£78,000 


£ 


Goodwill 

6,000 

Land, Buildings and Plant 

30,009 

Investments, at cost— 


19,000 Ordinary Shares 


in B. Ltd. 

29,009 

Stock 

3,009 

Sundry Debtors 

2,009 

Bank 

10,009 

Profit and Loss bal- 



anoe .. .. £4,000 


Deduct interim divi¬ 
dend from B. Ltd. 3,000 


1,000 

Add Loss for year to 

date .. .. 6,000 

- 7,000 


£78,000 


Balance Sheet of B. Ltd. as at 81st December, 1949. 


£ 

Issued Capital . . . . 30,000 

Creditors 3,000 


Profit and Loss bal¬ 
ance .. £6,000 

Add Profit for year 
to date .. .. 12,000 


Land, Buildings and Plant 
Stock 

Sundry Debtors 
Bank 


£ 

20,009 

8,009 

7,909 

7,009 


18,000 

Deduct interim divi¬ 
dend of . . . , 9,000 

- 9,000 


£42,000 


£42,000 


The holding company purchased the 30,000 shares in A. Ltd.,, 
on 1st January, 1948, and on that date the debit in the profit and 
loss appropriation account of A. Ltd., was £1.000. Thft 
I co mpany and A. L^., bo>th purchased their shares in B. Ltd.. ,on 
1st J anuary, D14 U. 


Solution: 

From the above information the following diagram may be 
prepared showing the relation of Holding Ltd. to its two subsidiaries. 



Consolidated Statements. 



It is then desirable to prepare a statement showing the apportion¬ 
ment of the jn ofits of the two siibsidifiries. This is as follows: 


Apportionment of Proflts. 
A. Ltd. 


Loss in Profit and Loss Account .. .. .. .. £7,000 

J share of loss for year to Minority Interest . . . . £1,5001 

J share of loss for year to Holding Ltd. . . . . 4,5001 

Share of loss of Minority Interest at the date of purchase of 

shares , . . . . . . , . . . . . . 250 

Goodwill (i.e. Holding Ltd’s share of £1,000 loss in A. Ltd.’s J 

books at date of acquisition) . . . . . . . . 750 £7,000 


B. Ltd. 


Profit in Profit and Loss Account 


£0,000 


Profit in Profit and Loss Account at date 

of purchase . . . . . . . . £(>,000 


To bo eliminatecl in work sheet . . 
Balance of profit for the year {£3,000) 
divided— 

2/3rds to Holding, Ltd. 

1 /3rd to A. Ltd. 

Less ^ to Minority . . 

Due to Holding Ltd. 

Due to Minority Interest. . 


£ 0,000 


2,000 

£ 1,000 

250 

750 

250 £0,000 


Note: It is assumed that the interim dividend of £0,000 ])aid by B. ]..td. 
would have included the £6,000 pre-acquisition [»rofit and £3,000 of current 
profits. Of the £6,000 pre-ac.quisition profit Holding Ltd. would have re(?ei\ ed 
£4,000 and A. Ltd. £2,000. These amounts would bo included in their 
dividends of £6,000 and £3,000 respectively. However both Holding Ltd. 
and A. Ltd. should have credited the £4,000 and £2,000 to their respective} 
investment accounts as representing a return of the capital outlaid in acejuiring 
the 2/3rd and l/3rd interests. Since that has not been done the £6,000 
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pre-acquisition profit is offset against goodwill in the consolidated balance 
sheet and thus is eliminated in the work sheet. 


Thus the inter^ dividend of £9,000 paid by B. Ltd. may be analysed as 
follows:— 

Paid to Holding Ltd., consisting of— 


Pro-acquisition profit 

. . £4,000 

£6,000 

Post-acquisition profit 

2,000 

Paid to A. Ltd., consisting of— 

Pre-acquisition j)rofit 

. . £2,000 


Post-acquisition profit 

1,000 



— 

£3,000 

Interim dividend paid by B. Ltd. 

. 

£9,000 

Verification of Goodwill. 

The calculation of the gooilwill resulting from 

tliC consolidation 

may be 

verified in the following nianncr:— 

A. Ltd. 

Purchase of shares by Holding Ltd. 


£30,000 

Nominal value of shares jnirchascd 

£30,000 


Less debit in l*rofit and Loss at date of purchase 

£1,000 


Less \ share of minority interest 

250 750 

29,25U 

Goodwill is .. 


£7,50 ' 

B. Ltd. 

Purchase of shares by Holding Ltd. 


£40,000 

Purchase of shares by A. Ltd. 


20,000 

60,000 

Nominal value of shares purchased by Holding 

Ltd., and A. Ltd. . . 

£30,000 


Flus Profit and Loss balance, 1/1/1949 

b,000 

36,000 

Goodwill is . . 

- 

£24,000 V 


Consolidated Statement of Holding Ltd., and its Subsidiaries 
_ as at 31 st December, 1949. 

£ 

Issued Capital . , 100,000 Coudwill . . 

Interest of Outside Share- Land, Buildings and Plant 

holders . . 8,500 ■ 8tock . 

Creditors . . . . . . 27,000 Debtors 

Bills Payable. 10,000 Bank . 

Profit and Loss . . . . 21,250 , 

£100,750 £100,750 


The Goodwill is therefore:— 
Goodwill in A. Ltd. 

„ re purchase in A. Ltd 
„ re pui’chase in B. Ltd 


£0,000 

750 

24,000 

30,760' 

10,000 

£20,750 


£ 

20,750 

7.5,000 

21,000 

19,000 

31,000 


Less Premium on shares 



Adjustment Work Sheet. 
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♦See note re apportionment of profits. 
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Kotes: 

(1) The premium hae been set off against goodwill. 

{2) o.nntinprftnt liability, re bills under discount, does not appear in 
,the consolioaied Atateiiieiit.——-- 

((3) The minority interest coiwists of the nominal value of shares owned, 
£10,000 plus proportion of profit, £250, less share of loss, £l,750=i 
£8,600. 

(4) Profit due to the holding company in respect of profits existing at 
time of acquiring interest is used to offset goodwill from consolid¬ 
ations. 

In the following illustrative example two work sheets have been 
prepared for the consolidation, viz: one for the consolidation of 
A. Ltd with B. Ltd, and one for the consolidation of A. Ltd and B. 
Ltd with C. Ltd. It will be noticed from the plan of the group that 
A. Ltd has a controlling interest in C. Ltd only after taking into 
consideration the holding of B. Ltd in C. Ltd and the fact that A.Ltd. 
owns three-quarters ofB. Ltd. 

Illustrative Example 10. 

A. Ltd. with a Capital of £750,000 in £1 shares, has two sub¬ 
sidiaries, B. Ltd. and C. Ltd. respectively, and the following figures 
are taken from the Balance Sheets of the three Companies at 30th 
June, 1947. 


FUNDS AND LIABILITIES— 

A, Ltd, 

B, Ltd, 

C, Ltd 

Capital paid up in £1 shares 

.. £600,000 


£50,000 

Capital paid up to 15/- (£1 shares) 

£120,000 


General Reserves . . 

.. 98,620 

14,000 


Profit and Loss Appropriation . . 

.. 50,000 

4,000 Dr.5,000 

Sundry Creditors—General 

.. 10,000 

13,000 

2,650 

A Ltd. 


18,755 

16,665 

B Ltd. 



6,000 

ASSETS— 




Stock in trade from outside suppliers . . 

.. 70,460 

30,055 

19,000 

Stock in trade from A Ltd. 


6,600 


Stock in trade from B Ltd. 



4,400 

(Ex B Ltd. outside suppliers) 




Sundry Debtors—General 

.. 13,450 

39,300 

7,600 

B Ltd. 

18,756 



C Ltd. 

16,665 

6,000 


Bank 

. . 20,200 

2,100 

4,315 

Investments— 




B Ltd. 120,000 shares 

. . 105,000 



C Ltd. 20,000 shares 

14,000 



C Ltd. 10,000 shares 


7,000 


Land and Buildings at cost, less Depreciation 203,650 

78,700 

18,000 

Plant and Machinery 

., 196,640 


17,000 


A Ltd. sells to B Ltd. at cost plus 20% and B Ltd. sells to C Ltd. at 
cost plus 10%. B Ltd. had a balance to credit of Profit & Loss 
Account of £10,000 (but no Reserve) when A Ltd. purchased the 
120,000 shares in that Company, but has since paid dividends 
amounting to £20,000. A Ltd. has taken its share of these dividends 
to the credit of Profit & Loss Account. C Ltd. showed a debit 
balance of £15,000 on the Profit & Loss Account when the 20,000 
shares were purchased by A Ltd., and of £10,000 when the 10,000 
shares were purchased by B Ltd. C Ltd. has paid no dividends. 

You are required to prepare a consolidated statement of assets 
and liabilities for the group as at 30th June, 1947. 
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Solution. 

The following is a plan of the group. 



Consolidated Profit. 


Profit and Losb balance A. Co. 

Less Profit on stock to B. Co. 


£50,000 

1,100 

Add proportion of profit of (\ Ltil. (see statcnioiit of profit 
on p. 2fi0) 

Less Profit incorrectly taken t o holding company’s Profit and 
Loss Account 

£4,750 

7,500 

48,0(»0 

2,7SO 

A(Ul 1 of profit of B. Co. 

Less 1 of profit in stock £400 

3,000 

300 

£4(),150 

2,700 



£48,850 


_ _ G oodw ill. 

A. LTD. PURCHASE IN B. LTD. 


Purchase Price .. .. .. .. £105,000 


Le^s Shares acquired 120,000 at 15/- 
Profits acquired 120,000/160,000 of £10,000 

£90,000 

7,.500 

97,500 

Goodwill on Purchase 


7,500 

A. LTD. PUKf^HASL IN C. LTD. 

Purcluise, Price 

Loss shares acquired 20,000/,50,000 of £50,000 
Less Debit in Profit and Loss 20,000/50,000 
of £1.5,000 . 

14,000 

20,000 

(),000 14,000 

nil 

Goodwill on Purchase 

B. LTD. PURCHASE IN C. LTD. 

Purchase. Price 

Less Shares actpiinvl 10,000/50,000 of £.50,000 
Less Debit in Profit, and Loss 10,000/,50,000 
of £10,000 . 

7,000 

10,000 

2,000 8,000 


Premium on Purchase 

1,000 

1,000 

Net Goodwill on Consolidation 


£0,500 








Adjustment Work Sheet. 

To Consolidate A. Ltd. with B. Ltd. 
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Reserves. 

Balance in A. Co. Ltd. 

Add I of £14,000 reserves in B. Co. 

Consolidated Interest in Reserves .. 


£98,620 

10,600 


£109,120 


Profits of C. Ltd. 



Total. 

Holding. 

C. 

1 

Minority 
in B. 

Balance when shares purchased by A. 

Ltd. . . . . Dr. 

Profit from date of ptirchase by A. 
Ltd. to purchase by B. Ltd. 

£ 

15,000 

5,000 

£ 

6,000 

2,000 

£ 

9,000 

3,000 

£ 

Balance . . .. .. Dr. 

Profit between date of purchase bj^ B. 
Ltd. and 30th June, 1947 

10,000 

5,000 

4,000 

2,750 

6,000 

2,000 

i 

250 

Dr 

5,000 

1,250 

4,000 

Cr. 260 

Elimination of l/5th loss of C. Ltd. at 
date of A. Ltd. and B. Ltd. obtaining 
control of C. Ltd, (purchase of 
10,000 shares by B. Ltd.—loss 
£10,000). 


2,000 

2,000 


Dr. 

i 

£5,000 

£3,250 

£2,000 

Cr. £250 


Disposal of Balance of £5,000 at Dr. of 
Profit and Loss Account of C. Ltd. 


Minority in C. Ltd (2/5th8) .. .. .. . . .. £2,000 Dr 

Debits at Acquisition (eliminated in work sheet) 

By A. Ltd. in C. Ltd. £6,000 

By B. Ltd. in C. Ltd. 2,000 

8,000 Ur. 

Less Post Acquisition profits — 

Holding .. .£4,750 

Minority in B. Ltd. . . . . . 250 

- 5,000 

- 3,000 Dr 


£5,000 Dr, 
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Interests of Outside Shareholders. 


In “ C ” Limited— 

20,000 shares of £1 each— .. .. £20,000 

Less 20,000/50,000 of Debit in Profit and Loss 

£5,000 . 2,000 £18,000 


In “ B ” Limited 


40,000 shares of £1 each paid up to 15/- per share 
40,000/160,000 of General Reserve £14,000 
40,000/160,000 of Profit and Loss £3,600 
Add l/20th share of profit in C. Ltd. . . 


£30,000 

3,500 

cunn 

250 1,150 34,650 


Interests of outside shareholders 


£52,650 


Adjustment of Intercompany Stock Transactions. 


On hand— 


B. Ltd. from A. Ltd. 

Cost plus 20% deduct 20/120 or l/6th 


£6,600 

1,100 


Stock at actval cost 
C. Ltd. from B. Ltd. 

Coat plus 10% deduct 10/110 or I/llth 


5,500 

4,400 

400 4,000 


Stock at actual cost 

Deducted from profit of A. Ltd. 
,, ,, ,, ,, B. Ltxl. 


£9,500 


£ 1,100 

£400 and thus 
£100 is charged 
against minority 
interest in B. Ltd. 


An alternative method is to assume that as regards the minority 
shareholders a sale is effected by the inter-company transfers and to 
merely eliminate £82.5 (J) in the case of B. Ltd. and £240 (3/5th) 
in the case of C. Ltd. of the jirofit on such transfers. 


CONSOLIDATED REVENUE STATEMENTS. 

A consolidated statement of assets and liabilities should be 
accompanied by a consolidated revenue statement which latter is 
the most convenient form of concisely presenting the operating 
results of a complex business organization. A consolidated 
statement of assets and liabilities presupposes that the affiliated 
companies are operating subdivisions of the one combined unit. 

The consolidated revenue statement is prepared at the same 
date as the consolidated statement of assets and liabilities and in 
order to account for the increase or decrease in the profit shown 
on the consolidated statement of assets and liabilities or, in other 
words, to account for the increase or decrease in the shareholders’ 
funds of the affiliated companies. 

In the same manner as a consolidated statement of assets and 
liabilities is prepared to show the financial position of a group of 
companies as a whole, the consolidated revenue statement ia 
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prepared to show the operating activities of the group of companies. 
This statement is prepared from the profit and loss statements of the 
holding company and its subsidiaries. 

The revenue statement of the holding company will be an incom¬ 
plete record so far as the group of companies is concerned. As the 
statement of one separate company it will usually show the profits 
and losses of that company and the profits from the subsidiary 
company to the extent of any dividends received. The combined 
control may also inflate certain profit and loss items, as, for instance, 
materials or services between the relative com}>anies, e.g., sales from 
one company to another. A consolidated revenue statement will, as 
explained later, show the position of the holding eompany (to the 
extent of the holding company’s equity) with inter-company 
transactions eliminated. 

In a group of companies the preparation of a consolidated revenue 
statement is essential for such a statement will “ smooth out ” any 
transfers of profits or funds from one company to another; further, 
it will enable the total earning capacity of the group to be ascertained. 
A consolidated revenue statement treats the allied companies as 
a unit. 

Two methods of consolidating the revenue items are possible— 
(i) A consolidation ma y be effected by combining al l of the sales 
of the affiliated companies and all of the costs and expenses. This 
results in an inflation of the consolidated income and an equivalent 
inflation of the consolidated cost of sales and cost of carrying on 
the business; (ii) a consolidation may be made by combining the 
profit and loss items after eliminating p roffis and losses^resulting 
jrfmi inter-company transaction s. TheTocond^ melhoJls preferable 
and is that used in the text. ^Phe consolidated revenue statement 
will then show the results of the operations of the affiliated companies 
as a unit, showing the profits and losses resulting from business 
dealings with outside parties. It is not the profit and loss statement 
of the holding company for it contains items representing other 
interests. 

General Principles. 

As in the preparation of a consolidated statement of assets and 
liabilities, the investment item is eliminated and the assets and 
liabilities of the subsidiary substituted, so also in a consolidated 
revenue statement the dividends received by the holding company 
which normally show as income are eliminated. They will be 
eliminated for they will be shown as received in the holding company’s 
revenue statement and paid in the revenue statement of the subsid¬ 
iary. In place thereof the combined earnings of the allied companies 
are shown. 

In order to achieve this, certain principles must be followed:— 

1. All similar operating items will be combined. 

2. Inter-company operating transactions will be eliminated. 

3. Inter-company profits will require adjustment. 

4. The interest of the minority shareholders in the consolidated 
revenue must be ascertained. 
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Procedure. 

(1) The first step in the consolidation is to combine similar 
operating items. To enable this to be achieved satisfactorily it is 
desirable to have a uniform classification of accounts in the affiliated 
companies. Without the accounts conforming to a standard 
classification the consolidation is rendered difficult and the individual 
accounts may first require restatement. Obviously the total sales 
of a group of companies is obtained by combining the sales of each 
company, likewise with the expenses and other revenue items. 

(2) In the combination of similar items it is necessary to arrange 
for the elimination of the inter-company operating transactions in 
order to show the results of the operations of the combine as a unit 
in relation to the outside world. It would be just as unsound to 
include in a consolidated revenue statement profits arising from the 
sale of materials by one of the affiliated companies to another of the 
affiliated companies, as it would be to take a profit on materials 
transferred from one department to another department c*f the 
Scame company. J liter-comj)any transactions must be eliminated 
from these statements to give the true position of the group. The 
holding company shareholder is interested in the net profits or 
losses from the holding company, and in the holding company's 
interest in the profits or losses of the subsidiary company. 

If a subsidiary company has purchases of £15,000 and sales of 
£25,000, which latter include £5,000 sales to a holding company, and 
if the holding company has total purchases of £35,000 and sales of 
£50,000 the purchases for the group of companies will be £45,000 
with sales of £70,000. 

In order to facilitate the elimination of intiT-company transactions 
each company should keep separate accounts of transactions with 
any other com]iany in the affiliated group. This will obviate 
considerable dissection of items at the close of a financial period. 

(3) For pur]n)s(\s of consolidation, adjustments are necessary to 
eliminate any i^rofit element in mere inter-conqiany transactions. 

As an example, one of the more usual transactions which affect 
the consolidated revenue statement is the adjustment arising where 
stock in trade has been charged above cost to one company in the 
group and has not been disposed of outside the group at balancing 
date. Where the holding company As fhc sole, owner of the 
subsidiary the amount above cost is deducted from stock on hand 
in the consolidated statement of assets and liabilities and a similar 
amount is deducted from the profit in the consolidated revenue 
statement. Wliere the subsidiary is not wholly owned by the 
holding company, (dther the whole profit concerned or jnerely the 
proportion ayqilicable to the holding company’s interest in the 
subsidiary may be eliminated. These tw^i varying views are 
discussed in detail later. 

(4) Where there exist shareholders outside the group the net 
profit accruing to the shareholders is apportioned between the 

controlling ” and “ minority ” interests. 
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The elimination of the inter-company transactions and profits 
will leave the net income figure which is to be apportioned between 
the controlling and minority interests. In a simple consolidated 
revenue statement the minority share of the profit of each company 
is computed and the total of such profits deducted from the 
consolidated profit. 

As indicated above, there are two attitudes adopted towards 
the elimination of unrealized profits on inter-company transactions, 
viz.:— 


1. The elimination of the entire profit on inter-company 
transactions, or, 

2. The elimination of only the profit of the controlling interest 
in inter-company transactions; this method suggests that 
profit so far as regards the minority interests is made as 
soon as the inter-company transaction is effected. 

Accounting views as to the desirability of either of the above 
methods vary. 

One view is that assets should be carried at cost to the affiliated 
company which first acquires tlumi. This view necessitates 
reducing an asset to such cost and the elimination of the whole 
of any inter-company profit. 

The other view is that assets should be valued at cost to the 
controlling interest and tlius, if this view be held, only the proportion 
of the profit of the controlling interest is eliminated from any 
inter-company transaction. 

Those who accept the first method view the minority interest 
shareholder as a quasi-creditor. If the second method is adopted, 
the holders of the minority interest are regarded as })art owners. 


Inter-Company Dividends. 

As dividends constitute a distribution of jirofit and not an item 
of profit and loss, inter-company dividends are eliminated from 
the consolidated revenue statement. The payment of the dividend 
by the subsidiary and its receipt in the books of the holding company 
will ‘‘ cancel out ” in the consolidated revenue statement. 


Preparation of the Statement. 

A Work Sheet similar to that used in preparing a consolidated 
statement of assets and liabilities may be used as a means of 
compiling the information needed in the preparation of a 
consolidated revenue statement. One column should be provided 
for recording the profit and loss items of each affiliated company, a 
column (or columns) for eliminating inter-company profits and losses 
resulting from inter-company transactions and one column for 
recording the consolidated profit and loss items. The last column 
will then provide the information needed in preparing a consolidated 
revenue statement. 



Consolidated Statements. 


265 


Illustrative Example 11. 

Small Ltd. is the wholly owned subsidiary of Large Ltd. For the 
year ended 30th June 1950, the respective trading operations of the 
two companies were as follows: 







Large 

Ltd. 

Small 

Ltd. 

Sales 

Stock 1/7/49 .. 

Purchases 

Selling Expense 
Administration Expense 
Stock 30/6/50 . . 





£140,000 

10,000 

80,000 

5,000 

20,000 

7,000 

£30,000 

2,700 

20,300 

1,000 

2,000 

3,200 


The Stock on hand of Small Ltd. includes £300 inter-company 
profit on a transfer of stock from Large Ltd. 

During thci year Large Ltd. had transferred to Small Ltd. goods 
invoiced at £90(K). 

You are required to prepare a Consolidated Revenue Statement 
for year ended 30th June, 1950. 

Work Sheet. 

__Consoli dated Revenue Statement. _ 

j j Consolidated 



I Large Ltd. 

1 

Small Ltd. 

Eliminations j 

Revenue 

Statement 

Stock 1/7/49 

Purchases 

.! 10,000 
. j 80,000 

2,700 

20,300 

9,000 Cr. 

12,700 

91,300 


i 90,000 

23,000 

9,000 Cr. 

104,000 

Lps.'i Stock 30/6/50 

. 1 7,000 

3,200 

300 Dr. 

1 

9,900 

Cost of Sales 

83,000 

19,800 

8,700 CV.j 

94,100 

Sales 

. 140,000 i 

30,000 

: 9,000 Dr.\ 

161,000 

GROSS PROFIT 

57,000 , 

10,200 1 

j 300 Dr. I 

66,900 

Lfss Selling Expense 

5,000 

1,000 

' — 

6,000 

L ess Adin i nistrati on 

52,000 ' 

j 

9,200 

300 Dr. 

60,900 

Fxpense 

. 1 20,000 

2,000 1 

! 

22,000 

NET PROFIT 

. > £32,000 , 

£7,200 

£300 Dr.\ 

£38,900 


Consolidated Revenue Statement of 
Large Ltd. and its Subsidiary Small Ltd., 
_For year ended 30th June, 1950. 


SALES . 


£161,000 

Less Cost of Sales— 

Stock 1/7/49 . 

. . £12,700 


Purchases . . 

91,300 


Less Stock 30/6/50 

104,000 

9,900 

94,100 

GROSS PROFIT . 


£66,900 

Operating Expense — 

Selling Expense 

.. £6,000 


Administration Expense 

.. 22,000 

28,000 

CONSOLIDATED NET PROFIT.. 


£38,900 
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The value of the Eliminations column in the above Work Sheet 
is, that when read with the total of the figures in the columns for 
Large Ltd. and Small Ltd., there is a useful check on the consoli¬ 
dated figures appearing in the last column. It will be noticed that 
there is only one elimination in the above work sheet for the 
inter-company profit in Stock-in-trade. The corresponding credit 
elimination would be made against the stock figures when the assets 
and liabilities are being consolidated (see next example). 

The above example is extremely simple but before proceeding to a 
more difficult illustration it wdll be of advantage to see how the 
consolidation of the revenue figures fits in with the consolidation of 
the balance sheet items. 

In the following example the same revenue items arc taken as in 
the preceding illustration and in addition the respective assets and 
liabilities of the two companies are given so as to effect a complete 
consolidation. The Work Sheet is shown as continuous for 
revenue statement and balance sheet so that the relation of the items 
can be easily seen. 

Illustrative Example 12. 

Small Ltd. is the wholly owned subsidiary of Large Ltd., and the 
following are the trial balances of the respective companies as at 
30th June 1950. Prepare Consolidated Revenue Statement and 
Consolidated Balance Sheet showing Work Sheet. 


Large Ltd. 



1 £ 

£ 

Issued and Paid-up Capital 

1 

100,000 

Current Liabilities 

j 

50,000 

Current Assets (other than Stock) 

65,000 

Fixed Assets 

90,000 


Sales 


140,000 

Stock 1/7/49 . 

10,000 


Purchases 

80.000' 


Selliiiij; Expense 

5.000 


Administration Expense . . 

20,000 


Shares in Small Ltd. 

30,000, 


Stock-in-Trade at 30/6/r)0, £7,000 

£290,000 

£290,000 

Small Ltd. 


£ 

£ 

Issued and Paid-uj) Capital 

1 

30,000 

Current Liabilities 


18,000 

Current Assets (other tlian Stock) 

22,000 

Fixed Assets 

30,000, 


Stock, 1/7/40 . 

2,700; 


Purchases 

20,300' 


Selling Expense 

i.oooi 


Administration Ex})ense 

2,000| 


Sales 

! 

30,000 

! 

£78,000; 

£78,000 


Stock-in-Trade at 30/6/50, £3,200 (Includos £300 inter¬ 
company profit). No inter-company profit was included 
in the Stock at 1/7/49. 
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Work Sheet. 

Consolidated Revenue Statement and Statement of 


Assets and Liabilities. 


Large Ltd. 

Small Ltd. 

Eliminations 



Dr. 

Cr. 


Stock 1/7/49 .. 
Purchases 

10,000 

80,000 

2,700 

20,300 

— 

9,000 

12,700 

91,300 

Less 

Stock 30/6/50 

90,000 

7,000 

23,000 

3,200 

300 

_ 

104,000 

9,900 

Cost of Sales 
S ales 

83,000 

140,000 

19,800 

30,000 

9,000 

— 

94,100 

161,000 

Gross Profit .. 
Less 

Selling Expense 

67,000 

6,000 

10,200 

1,000 

_ 

_ 

66,900 

6,000 


62,000 

9,200 



60,900 

Less Adminis¬ 
tration Expense 

i 

20,000 

2,000 ' 

_ 1 

— 

22,000 

Net Profit 
Current 
LiaV>ilities . . 
Capital 

32,000 

60,000 
100,000 j 

7,200 . 

18,000 
30,000 . 

30,000 ■ 


i 38,900 

68,000 

100,000 

1 

£182,000 

56,200 i 



206,900 

Current Assets | 
(other than j 
stock) 

Stock .., 

Fixed Assets 
Shares in Small 
Ltd. 

56,000 ! 

7,000 
90,000 1 

30,000 

2^,000 

3,200 

30,000 

— 

300 

30,000 

77,000 

9,900 

1 120,000 

I 


£182,000 

£66,200 

£39,300 

£39,300 

£200,900 


Consolidated Revenue Statement of 
Large Ltd. and its Subsidiary Small Ltd., 
for year ended 30th June, 1950. 


SALES . £161,000 

Less Cost of Sales— 

Stock 1/7/40. 12,700 

Purchases . . . . . . . . . . 91,300 


Less Stock 30/6/60 


104,000 

9,900 94,100 


GROSS PROFIT 
OPERATING EXPENSE 
Selling Expense 
Administration Expense 


60,900 


£6,000 

22,000 

- 28,000 


CONSOLIDATED NET PROFIT 


£38,900 
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Consolidated Statement of Assets and Liabilities of 
Large Ltd. and its Subsidiary Small Ltd., as at 80th June, 1950. 


Shareholders Funds 

138,900 

! 

i Fixed Assets 

.. £120,000 

Capital .. £100,000 

Profit . . 38,900 


Current Assets 

86,900 

Current Liabilities 

68,000 




£206,900 


£206,900 


Note: In the above illustration the work sheet shows eliminations for debit 
and (jredit. This may be done because all of the items being consolidated 
together form a trial Vjalance. Eliiniiiatioiis which are debits will thus 
balance out eliminations which are credits. In Illustrative Example 11 there 
is only one elimination column because the items being consolidated do not 
form in themselves a trial Vjalance. 

In the following illustration the consolidation involves a holding 
company and two subsidiaries. It will be noted that there is an 
unrealized inter-company profit in both the opening and closing 
stocks, and that one of the subsidiaries is not wholly owned. 


Illustrative Example 13. 

P. Ltd. holds all of the issued capital of Q. Ltd., and 75% of the 
issued capital of R. Ltd. The following are the operating figures for 
the three companies for the year ended 3()th June 1951. 


Sales 

Stock 1/7/50 
Purchases 
Selling Expense 
Administrative Expense 
Stock 30/6/51 


P. Ltd. 

Q. Ltd. 

R. Ltd. 

£70,000 

£15,000 

£10,000 

5,000 

2,400 

1,000 

40,000 

10,000 

5,000 

2,500 

1,000 

500 

10,000 

1,200 

400 

4,000 

2,000 

1,200 


In the trading activities for the year, stock invoiced at £3,000 was 
transferred from P. Ltd. to R. Ltd. and that was the only inter¬ 
company stock transfer which was effected. It is ascertained that 
in the Stock of P. Ltd. at 1/7/50 there was an unrealized inter¬ 
company profit of £600 resulting from a transfer from Q. Ltd. 
Also in the Stock of R. Ltd. at 30/6/51 there was an unrealized 
inter-company profit of £700 resulting from a transfer from P. Ltd. 
However, none of the Stock which P. Ltd. had on hand at 1/7/50 
is carried in the Stock at 30/6/51, it having been realized. 

Prepare Consolidated Revenue Statement, showing Work Sheet. 
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Work Sheet. 

Consolidated Revenue Statement. 



P. Ltd. 

Q. Ltd. 

R. Ltd. 

Eliminations 

Consolidated 

Revenue 

Statement 

Stock 1/7/50 

5,000 

2,400 

1,000 

_ 

8,400 

Purchases 

40,000 

10,000 

5,000 

3.000 Or. 

52,000 


45,000 

12,400i 6,000 

3,000 Or.l 60,400 

Leas Stock 30/6/51 

4 .OOO 1 2,000, 1,200 

700 Dr. 

6,500 

Cost of Sales .. 

41,000 10,400 

4,800 

2,300 Or.i 53,900 

Sales 

70,000 15,000 10,0001 3,000 Z^r.j 92,000 

Gross Profit .. 
Leas 

29,000 

4,600' 5,200 700 Dr. 

! i 

38,100 

Selling Expense 

2,500 

1,000 

500| — 

4,000 

Lea a 

Administration 

26,500 

3,600 

4,700 

700 Dr. 

.34,100 

Expense 

10,000 1,200 

400| -- 

11,600 

Net Profit 

16,500 2,400 

4,300 

700 Dr} 22,500 

Less 





Minority Interest 
25% of profit of 






R. Ltd. 

— 

— 

1,075 

— 

1,075 


Consolidated ! i . i 

Net Profit .. £16,500 2,400 3,225| 700 2>rJ 21,425 


Consolidated Revenue Statement of 
P. Ltd. and its subsidiaries Q. Ltd. and R. Ltd. 


Sales 


£92,000 

Less Cost of Sales: 

Stock 1/7/50 . 

. . £8,400 


Purchases . . 

. . 52,000 


Less Stock 30/6/51 

60,400 

6,500 

53,900 

GROSS PROFIT . 


38,100 

Operating Expenses: 

Selling Expense 

. . £4,000 


Administration Expense 

.. 11,600 

15,600 

NET OPERATING PROFIT 


£22,500 

Minority Interest 

25% of Profit of R. Ltd. 


1,075 

CONSOLIDATED NET PROFIT .. 


£21,425 


Rotes: 1. The unrealized int^r-company profit of £600 in P. Ltd.’s Stock at 
1/7/50 has become a realized profit during the year ended 30th June, 
1951 and therefore no elimination of it takes place. 

2. The profit of £700 made by P. Ltd. on transfers of stock to R. Ltd., 
as yet unrealized, is eliminated from the stock of P. Ltd. This 
produces the debit elimination and the credit elimination would 
be made against the stock of R. Ltd. before it appeared, with the 
other stocks, in the Consolidated balance sheet. 
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Appropriation of Consolidated Profits. 

A statement termed a “ Consolidated Appropriation of Profits 
Statement ” is necessary to ‘‘ tie up ” the balance as shown by the 
consolidated revenue statement with the similar item appearing in 
the consolidated statement of assets and liabilities. 

In order to illustrate the principles referred to, a very simple 
example is now given, wherein the holding company owns all the 
shares in the subsidiary. 

Illustrative Example 14. 

The profit and loss appropriation account of a Holding Company 
which owned the entire capital of a subsidiary company was as 
follows:— 


Dividend . . 

1,.500 

Balance forward . . 

1,000 

Balance 

2,500 

Profit for year 

2,000 



Dividend from Subsidiary 

1,000 


£4,000 


£4,000 


At the same date the profit and loss appropriation account of 
the subsidiary company was as follows:— 

Dividend . . . . 1,000 } Balance forward . . 500 

Balance . . .500 | Profit for year . . . . 1,000 

£1,500 £1,500 


The consolidated apyiropriation of prolits statement would ap])ear 
as follows:— 


_ _ Consolidated Appropriation of Profits State ment. _ _ 

Dividend . . . . . . 1,500 ! Balance forward . . .. 1,500 

Balance . . . . . . 3,000 | Profit for year , . . . 3,000 

£4,500 : £4,500 


It will be noted that the dividend ]:)aid by the subsidiary tt) the 
holding (jompany is eliminated from the consolidated appropriation 
of profits statement and the actual rt'sult of the year is taken into 
account. 

Still continuing the explanation on the assumption that the 
holding company owns all the shares in the subsidiary, the position 
where the subsidiary company has a balance to credit of profit and 
loss appropriation account at the time of purchase of the shares 
by the holding company will be con.sidercd. 

Illustrative Example 15. 

The holding company purchases on 30th June the whole of the 
shares in a subsidiary company at which date the profit and loss 
appropriation account of the holding and subsidiary companies 
showed the following balances:— 

Holding Company ., . . . . £2,000 

Subsidiary Company .. . . . . £1,000 
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A year later the profit and loss accounts of both companies 
were as under:— 


Holding Subsidiary Holding Subsidiary 

Company Company Company Company 


Expenses for 






year 

Net Profit for 

1,000 

1,500 1 

Gross Profit' 

' 3,000 

2,000 

year 

2,000 

600 





£3,000j 

£2,000 


£3,000 

£2,000 


The profit and loss appropriation accounts were as under:— 

Holding Subsidiary Holding Subsidiary 


Company Company 


Final Divi- 



dends for 



previous year 
Interim divi- 

1,600 

600* 

dend 

1,000 

260* 

Balance 

1,600 

1 760 

i 

£4,000 

£1,500 


C-ompany Company 


Balance 


forward . . 
Net Pro¬ 
fit for year 

2,000 

2,000 

1,000 

500 

i 

£4,000 i 

£1,500 


A simple form of work sheet for the consolidated revenue state¬ 
ments would be as follows:— 

Work Sheet. 

Consolidated Revenue Statement. 


1 Holding 1 Subsidiary 

: Company! Company! 

1 1 

i •' i 

! Elimina- 
1 tions 

i 

Con¬ 

solidated 

Statement 

Gross Profit . . . . . . 1 

Less Expenses 

3,000 

1,000 

2,000 

1,500 


5,000 

2,500 

£2,000 

£500 

1 £2,600 


Work Sheet. 

Consolidated Appropriation of Profits Statement. 


Balance forward . . 

2,000 

1,000 

: 1,000 Dr. 

2,000 

Net Profit .. 

2,000 : 

500 

1 — 

2,600 


4,000 

1,600 

1,000 Dr. 

4,500 

Less Dividend 





Interim .. 

1,000 

260 



Final 

1,500 2,500 

500 760 

760 Cr. 

2,600 


£1,600 

760 

260 Dr. 

£2,000 







*These dividends when received will not appear in the holding company's 
revenue statement but will be credited to the Investment account. 
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A consolidated revenue statement would appear as under:— 
Consolidated Revenue Statement. 


Expenses 

2,500 

Profit 

3,000 

Balance (Profit for year) 

2,500 

Profits of subsidiary 




company .. 

2,000 


£5,000 


£5,000 

Consolidated Appropriation of Profits Statement. 

Final dividend for previous 


Balance (profit for year) .. 

2,600 

year . 

1,500 

Balance forward (last year) 

2,000 

Interim dividend 

1,000 



Balance 

2,000 




£4,500 


£4,500 

Explanatory Notes. 





The balance of profit of £1,000 at date of purchase of the shares 
by the holding company is not divisible j)rofit as it has been 
j)urchased by the holding company. The amount paid for the 
sliares in the subsidiary company will liave included this profit. As 
dividends are received from the subsidiary company they must 
therefore be regarded as a return of money invested, and credited 
to the Investment Account, until the amount of £1,000 is received. 
After that amount is received any further dividends will represent 
divisible profits. To show this position on the consolidated revenue 
statement it will be necessary to take into account the dividends 
received by the holding comi)any—£750 (£500 and £250), which 
means that a further amount of £250 has yet to be received from the 
subsidiary company before distributable profits are available. 

Thus the balance of £750 in the appropriation account of the 
subsidiary company represents £250 return of investment and £500 
available for distribution. 

It is now convenient to reiterate here the following rules:— 

1. The holding company’s proi)ortion of re.serves and undistributed 
profits of the subsidiary company at the date of acquiring the interest 
in the subsidiary company, is eliminated in the work sheet and thus 
does not appear in the consolidated revenue statement. 

2. Any future increase or decrease in those reserves or undistributed 
profits is reflected in the consolidated revenue statement (only, of 
course, to the extent of the holding company’s interest). As already 
explained, when dividends are received they are credited to the profit 
and loss account in the books of the holding company. 

The above two rules require variation where the subsidiary 
comi)any has declared a dividend during the period since the 
acquisition of the shares and the date of consolidating the accounts 
and where such dividend is paid out of pre-acquisition profits. 
The share of pre-acquisition profits attributable to the holding 
company (i.e., the proportion that the shares it holds in the subsidiary 
bears to the total capital of the subsidiary) is used by the holding 
company to write down the value of its investment in the subsidiary. 
The dividend received is treated as a part realisation of its investment 
in the subsidiary. 
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nittstrative Example 16. 

X Ltd. is a holding company, holding 76% of the share capital 
of Y Ltd. 

The following information is extracted from the books of the 


companies as at 3l8t December, 1951— 




X, Ltd. 

Y. Ltd. 

Stock on Hand, Ist January, 1951.. 

£60,000 

£70,000 

Raw Material Purchases 

140,000 

90,000 

Manufacturing Costs 

100,000 

60,000 

Selling Expenses 

20,000 

17,000 

Administration Expenses 

10,000 

10,000 

Dividends Paid (from current earnings) 

10,000 

7,500 

Sales .. 

320,000 

200,000 

Profit and Loss Appropriation 1/1/51 

40,000 

45,000 


Additional Information — 

(i) X Ltd. recorded the dividends received by debiting Bank 
and crediting a Dividends Received Account, and did 
not bring into its books any proportion of the profits of 

Y Ltd. for the current year. 

(ii) Closing stocks at 31st December, 1951— 

X Ltd. Y Ltd. 

£70,000 £65,000 

including, in stocks on hand X Ltd., profit of £2,000 on 
goods obtained from Y Ltd. 

(iii) The stocks on hand at 1st January do not include any 
unrealised profits. 

(iv) Sales during the year include sales of merchandise from 

Y Ltd. to X Ltd., £20,000. 

Prepare a Consolidated Revenue Account and a Consolidated 
Appropriation of Profits Account for the year ended 31st December, 
1951. 


Solution. 


Work Sheet. 

Consolidated Revenue Statement. 



X. Ltd. 1 Y. Ltd. 

1 

Eliminations 

Consolidated 

Revenue 

Statement 

Stock 1/1/51 

Raw Material Purchases 
Manufacturing Costs 

60,000 

140,000 

100,000 i 

70,000 

90,000 

60,000 

20,000 Cr. 

130,000 

210,000 

160,000 

Le.sif Stock 31/12/51 . . 

300,000 1220,000 
70,000 ! 65,000 

20,000 Cr. 
2,000 Dr. 

500,000 

133,000 

COST OF SALES 

Sales 

230,000 155,000 
320,000 j 200,000 

18,000 Cr. 
20,000 Dr. j 

1 367,000 

1 500,000 

GROSS PROFIT .. ..j 

Less Soiling Expense . .' 

90,000 ! 
20,000 1 

45,000 

17,000 

2,000 Dr. 1 

133,000 

37,000 

Less Administration Expense j 

70,000 i 
10,000 1 

28,000 

10,000 

2,000 Dr. 

96,000 

20,000 

NET PROFIT .. ..| 

60,000 

18,000 

2,000 Dr. 

76,000 
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Work Sheet 

Consolidated Appropriation of Profits Statement. 


Consolidated 

Appropriation 



X. Ltd. 

Y. Ltd. 

Eliminations 

of Profits 
Statement. 

Balance 1/1/1961 

Profit for year . . 

.. 40,000 
.. 60,000 

45,000 

18,000 

2,000 Dr. 

86,000 

76,000 

Dividends paid . . 

100,000 
. . 10,000 

63,000 

7,500 

2,000 Dr. 
5,625 Cr. 

161,000 

11,876 


90,000 

55,600 

3,625 Cr. 

149,126 

Less Minority Interest 



13,376 Dr. 

13,375 




£9,750 Dr. 

£135,750 


Consolidated Revenue of X. Ltd. and its Subsidiary Y. Ltd. 
for the Year ended 31st December, 1951. 


Stock on hand 

1/1/51 .. ..£130,000 

Purchases . . . . 210,000 

Mam ifac tu ring 

costs . . . . 160,000 


500,000 

Less Stock on hand 

31/12/51 . . 133,000 


Cost of Goods Sold 

.. 367,000 1 


Gross Profit.. 

.. 133,000 



£500,000 

£500,000 

Selling Expenses 

.. 37,000 

Gross Profit .. ..£133,000 

Administration Expenses 

. . 20,000 


Net Profit 

. . 76,000 



£133,000 ; 

1 £133,000 


I 


Consolidated Approp riati on of Pro fits. 


1951. 


1 1951. 



Dec. 31 Dividends paid 

11,875 

! Jan. 1 Balances forward— 


Balance attributable 


X. Ltd 

£40,000 


to outside share¬ 
holders . . 

*13,375 

Y. Ltd. 

45,000 

86,000 



Balance available for 
interest of combine 

136,750 

1 

Dec. 31 Net Profit 

for year 

76,000 

£161,000 



£161,000 


♦Ascertained thus— 

J share of profit of Y. Ltd. (£18,000 minus £2000 profit on inter¬ 
company stock transfer) = £4,000 

J share of balance in Appropriation A/c of Y. Ltd. (£45,000) = 11,260 


Salo.s . . . . £520,000 

Less Intor-oom- 
panv transfers 20,000 

--- 500,000 


£16,250 

1,875 


£13,376 


Less Dividend Received 
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Note: 

The profit on the £2,000 stock obtained by X. Ltd. from Y. Ltd. 
has been entirely eliminated. An alternative method is to eliminate 
merely 75% of this profit. If the latter alternative is followed it is 
on the understanding that a profit is made, so far as the outside 
interests are concerned, as soon as the stock is transferred from one 
company to the other. On the other hand the accounting entity 
concept by which the group of companies is treated as one economic 
unit suggests that cost to the entire entity of companies is the 
correct figure for the valuation of stock. That is the conception 
adopted in the above solution. If for some of the stock the valuation 
is cost to the entity as a whole and for other portions the valua¬ 
tion is cost to a specific unit of the group (because of the elimination 
of only portion of the profit on inter-company transfers) the result 
is a stock valuation in the consolidated statement which is neither 
“ cost nor market ” to any one interest but is a “ mixture ” of 
valuations. 


GENERAL CONSIDERATIONS 

The Taxation and Financial Relations Committee of the Institute 
of Chartered Accountants in England and Wales has issued notes on 
certain aspects of the preparation of consolidated statements. As 
stated in the introduction to the notes:— 

“These notes are not issued as a statement by the Council of the Institute, 
nor does the Council express any opinion on the matters dealt with therein. 
It is considered that in view of the absence of any long-established practice 
on many of the points involved, it would not be appropriate at present for 
the Council to issue any recommendation as to best practice in the preparation 
of group accounts. The Council nevertheless wishes to acknowledge the 
valuable work of the T, & F. R. Committee in preparing these notes.” 

Although reference is made to the English Companies Act 1948 that 
does not affect the value of the observations made by the com¬ 
mittee on the matters discussed, as far as Australian readers are 
concerned. 

^Tntroduction. 

(1) In view of the requirements of the Companies Act, 1948, 
under which, with certain exceptions, a holding company must 
present group accounts to its shareholders, the members of the 
T. & F.R. Committee have had discussions on a number of the 
practical points which arise in the preparation of such accounts. The 
committee has prepared these notes as an indication of some of the 
conclusions reached, subject to review as and when practice becomes 
better established than at present. The notes do not purport to 
explain or interpret the statutory requirements, or to be a compre¬ 
hensive treatise on the preparation of group accounts; they are 
confined to consolidated accounts, the form which group accounts 
will normally take. The notes are directed mainly to the special 
problems that occur in combining the accounts of the companies 
and to the treatment of those items which are not found in the 
accounts of the individual companies within the group but arise on 
consolidation. Circumstances of companies differ widely and 
therefore numerous other points are likely to arise in practice on 
which a decision can be made only after consideration of the facts 

T 
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“of the particular case. It is hoped, however, that the T. & F.R. 
Committee’s notes will be of assistance to members of the Institute 
in considering the method of treating the matters dealt with. 

General Considerations. 

(2) It must be emphasised that a consolidated statement of assets 
and liabilities, whatever its form, has practical meaning and value 
only as showing the position of the group as a whole so far as 
concerns the members of the holding company. To the creditors 
and the outside shareholders of any of the subsidiaries in the group 
a consolidated balance sheet may disclose little or no information 
regarding their particular interests, relating as these do to individual 
entities within the group. 

(3) The extent of consolidation must depend on factors which may 
well vary greatly in different groups of companies. In the majority 
of cases the ideal of complete consolidation is practicable; in others, 
for reasons which may be exceedingly varied, it may be inadvisable 
to make any attempt to consolidate. With reference to companies 
not consolidated, attention is drawn to Section X of the booklet on 
the Companies Act, 1947, issued by the Council in May, 1948, which 
deals with several aspects of the new legislation governing such cases* 

(4) Consolidation of accounts will be made more difficult unless 
there is uniformity within the group in the application of accounting 
principles, especially in relation to the form of acjcounts of individual 
companies and to such matters as the basis of the amounts shown for 
fixed assets, the method of providing for depreciation thereon and 
the treatment of taxation. In applying the principle of uniformity 
in method it must be emphasised that the object is to present a true 
and fair view of the position and earnings of the group as one 
comprehensive unit. In this connection it should be noted that, 
following recognised accounting practice, paragraph 17, Eighth 
Schedule, Companies Act, 1948, empowers directors of the holding 
company to make such adjustments as they think necessary in 
coml)ining the information contained in the separate balance sheets 
and profit and loss accounts. 

Combination of the Accounts of the Companies. 

Setting-off hank balances. 

(5) Overdrafts and credit balances should not normally be set-off 
against each other on consolidation, except to the extent that the 
balances are with the same bank ancl the bank itself would so treat 
the amounts by reason of some arrangement between the companies 
concerned and the bank. 

Fixed assets. 

(6) The method of setting out fixed assets in a consolidated 
balance sheet should not differ from that in an individual balance 
sheet, except as regards ‘ goodwill ’ arising on consolidation which 
is considered in paragraph (20). Adjustments may however be 
necessary as indicated in paragraphs (14) and (15). 

(7) Differences of opinion exist as to the method by which the 
figures for fixed assets should be computed for consolidation 
purposes. Opposing views are that the method should be: 
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“(a) To aggregate the gross amounts of the assets and to aggregate 
the provisions for depreciation appearing in the individual 
balance sheets. 

(b) To aggregate the net book amounts of the assets at the date of 
acquisition by the group (with subsequent additions at cost) 
thus showing in the aggregate depreciation only that part 
which has been provided since acquisition. 

(8) The purchase price on the acquisition of a subsidiary may have 
taken into account fixed assets at amounts in excess of those standing 
in the books of the subsidiary. In such cases the desirability of an 
adjustment in the process of consolidation will generally depend on 
whether the books of the subsidiary have been adjusted to give 
effect to thf amount paid by the holding company: 

(а) If, on acquisition or subsequently, the purchase price of the 
shares has been apportioned in the subsidiary’s books over the 
various assets according to their estimated value at the date 
of acquisition, the amounts so apportioned will be used for 
consolidation j)urposes. (Such an apportionment reflects 
the cost of each class of asset to the group and enables the 
depreciiation provisions in the subsidiary’s books to be kept 
in line with those which are appropriate for the consolidated 
accounts.) 

(б) If the fixed assets have been retained in the subsidiary’s books 
at cost to the subsidiary less depreciation, one of the methods 
referred to in paragraph (7) should be applied, with adjust¬ 
ments where appropriate to reflect the amount taken into 
account for fixed assets in determining the price paid for 
the shares. 

(9) Where the })roccdure referred to in paragraph (8) (b) has been 
adopted the depreciation provided in the subsidiary’s books will 
usually differ from that which is considered necessary by the holding 
company, which may therefore have provided in its books for the 
additional depreciation recpiired. If no such provision has been 
made by the holding company it will normally be necessary to do so 
on consolidation in making the adjustments referred to in paragraph 
(8) (b). Any such provision or adjustment should be deducted 
in the consolidated balance sheet from the fixed assets to which it 
relates. 


Adjustments to Eliminate Inter-Company Transactions. 

Holding company s shares held, by a subsidiary, 

(10) The issued share capital of the holding company should be 
set out in the Uvsual way, in full, less, in cases where part of the 
issued capital is held by one or more subsidiaries, the par value of 
the amount held by subsidiaries. Any difference between the book 
amount and the par value should be dealt with in the reserves or 
‘ goodwill ’ arising on consolidation (paragraph (20)). Where 
dividends are paid on shares so held, the essential disclosure on 
consolidation is the net profit for the period, free of internal 
dividends. 
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Bonus shares issued hy a subsidiary. 

(11) When a subsidiary capitalises reserves by the issue of bonus 
shares this does not bring about any variation in the assets and 
liabilities of the group. The aggregate of consolidated reserves and 
undivided profits also remains unchanged, although the location of 
the reserves may be changed from the accounts of the subsidiary to 
those of the holding company, if the latter has made entries in its 
books to record the receipt of the bonus shares. The nature of the 
reserves (i.c. as between revenue and capital reserves) may however 
be changed by the capitalisation of what may previously have been 
revenue reserves or undivided profits. 


Balances outstanding between corn^ianies in the group. 

(12) Where, after adjustment for goods and cash in transit, 
current account balances do not cancel out, the differences may relate 
to either: 

(a) inter-company indebtedness with companies not included in 
the consolidation; or 

(h) inter-company transactions which have taken place between 
the dates of the balance sheets where these are not coincident. 

In the first case the net amount of the balances should b(^ shown as a 
separate item suitably grouped. In the second case the net amount 
should (subject to the specific adjustments under the next paragraph) 
normally be shown as a suspense account by a separate item. 
Circumstances may however make it advisable to show separately 
the aggregates of credits and of debits. In each case the item should 
be suitably describtxl. 

(13) The ideal of complete coincidence of balance sheet dates may 
not always be possible and in such (drcumstaiujes it is necessary to 
examine the composition of the suspense account balances, in order 
that no material distortion of the position may result. However 
short the period of difference between dates, material transactions 
may have taken y)lace, such as transfers of fixed assets or cash 
remittances, so that adjustments may be required. 

Transfers of fixed assets within the group. 

(14) Fixed assets transferred within a group should normally be 
shown in the consolidated balance sheet as though there had been 
no transfer. Adjustments may be necessary to eliminate inter¬ 
company profits or losses on such transfers, but where minority 
interests are involved it may not be appropriate to eliminate their 
proportion of the profit or loss. The adjustments should be made in 
arriving at the reserves or ‘ goodwill ’ arising on consolidation 
(paragraph (20)). 

(15) Where one member of a group manufactures products which 
are capital equipment when sold to other mem hers,the profit element 
should normally be eliminated on consolidation in the manner 
indicated in the preceding paragraph. 
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^‘Profits on 8tock4n4rade within the group. 

(16) Provision should be made on consolidation, if not made in 
the accounts of individual companies, to eliminate inter-company 
profits on stock-in-trade unsold at the dates of the respective 
balance sheets, the provision being deducted from the aggregate 
amount of stock-in-trade. 

Adjustments for Minority interests. 

Proportion of capital and reserves. 

(17) The amount representing the share of minority interests in 
the capital, reserves and undistributed profits of subsidiaries should 
be shown in the balance sheet as a separate item or group. Frequent¬ 
ly no useful purpose may be served by showing the elements 
separately, but cases may occur when a subdivision may be advisable 
if the amounts are material. 

Cumulative preference dividends in arrear. 

(18) Where a subsidiary is acquired at a time when dividends are 
in arrear on cumulative preference shares which are not acquired by 
the group, the arrears at the date of acquisition may be treated for 
consolidation purposes in either of the following ways: 

(а) The arrears may be treated by way of note only, in which 
case there will be no entry (other than the note) affecting the 
consolidation until the pre-acquisition arrears are paid. 
When the arrears are paid they should be charged for consol¬ 
idation purposes against the pre-acquisition reserves of the 
subsidiary concerned so far as such reserves are available for 
the purpose in the subsidiary. So far as the pre-acquisition 
reserves of the subsidiary are insufficient to cover the arrears 
these can be met only out of post-acquisition income and the 
relative amount will in such a case have to be shown wdth 
appropriate description in the consolidated profit and loss 
account as an allocation to outside shareholders. As and 
when the arrears are dealt with the note on the consolidated 
balance sheet should be adjusted appropriately. 

(б) The amount of the arrears (less income-tax as estimated) may 
be added to the ‘ minority interests ' item at the date of 
acquisition with a corresponding increase in ‘ goodwill ’ or 
reduction in capital reserve at the date. When arrears are 
paid the accounting treatment under this method should 
produce the same result on consolidation as if the procedure 
described in (a) had been followed; consequently, to the 
extent that the pre-acquisition reserves available in the 
subsidiary are insufficient to meet the amount of the arrears 
paid to minority interests the amount should be treated on 
consolidation as an allocation (suitably described) of 
consolidated income to reduce the ‘ goodwill ’ item or increase 
the capital reserve. 

In either case the payment of the dividend will have been treated in 
the normal way in the books of the subsidiary. 
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“(19) Where arrears of dividend on cumulative preference shares 
arise after the acquisition of a subsidiary but the amount has been 
earned by the subsidiary, the amount (less income-tax as estimated) 
which relates to shares not acquired should be dealt with in the 
‘ minority interests ’ item on consolidation, at the expense of 
revenue reserves and undivided balances of the subsidiary concerned. 
If the arrears of dividend have not been earned fully, the amount of 
the deficiency appropriate to the shares not acquired should, if 
material, be noted on the consolidated accounts. 


Adjustments Resulting from the Acquisition of Subsidiaries. 

Reserves and ' goodwill ’ arising on consolidation. 

(20) Adjustments will be necessary on consolidation to the 
extent that the purchase price of the shares of a subsidiary (whether 
satisfied in cash or in shares) differs from the book amounts of the 
attributable net assets. It is necessary to establish, as at the date of 
acquisition of the subsidiary, the difference between the purchase 
price of the shares and the attributable net assets of the subsidiary 
after taking into account any apportionment or adjustment as 
referred to in paragraph (8) in relation to fixt^l assets: 

(a) Where there is an excess of attributable net assets over 
purchase price the difference is a capital reserve for consoli¬ 
dation purposes, although part of the difference may appear in 
the balance sheet of the subsidiary as revenue reserves. 
Where the purchase price exceeds the attributable net assets, 
the difference should be included for consolidation purposes 
with goodwill, the aggregates amount being suitably described. 
Where there are two or more subsidiaries, the aggregate 
(net) difference should be treated as capital reserve, or, 
as the case may be, included with goodwill and suitably 
described. 

(b) Any capital reserve thus ascertained should be aggregated 
with other capital reserves and if the latter are used to reduce 
‘ goodwill the amount of the transfer (in common with 
other material movements on reserves) should be shown in 
the consolidated accounts for the period in question. 


Pre~acquisition reserves or deficiencies. 

(21) The capital reserve or, as the case may be, ' goodwill ’ arising 
on consolidation will include the total revenue reserves (or deficien¬ 
cies)—including the balances carried forward on profit and loss 
accounts—of subsidiaries on the respective dates of acquisition. 

(22) In the calculation of such pre-acquisition reserves or de¬ 
ficiencies, special considerations arise in cases where the whole of a 
subsidiary’s capital is not acquired, or where the date of acquisition 
does not coincide with the date of the subsidiary’s balance sheet, or 
where acquisition of the shares is spread over a period prior to the 
date when the shareholding became sufficient to constitute a 
subsidiary relationship between the companies concerned: 
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‘(a) Where the whole of a subsidiary's capital is not acquired, the 
aggregate of its pre-acquisition reserves (or deficiencies) will 
be allocated on consolidation between the capital reserve 
(or ‘ goodwill ’) arising on consolidation and the minority 
interests. 

(b) Where the date of acquisition falls within the subsidiary's 
financial year, the accumulated profits and reserves shown in 
the last balance slieet before acquisition should normally be 
increased by an apportionment representing accrued profits, 
less any dividends paid, up to the date of acquisition. Losses 
should be apportioned in the same way. Such apportionments 
will normally be on a day-to-day basis, but the facts of any 
particular case may necessitate some other form of apportion¬ 
ment if a true and fair result is to be achieved. The profit or 
loss of the subsidiary for its complete financial period should 
not be included in the statement of consolidated income unless 
the proportion aj)plied to the pre-acquisition period is shown 
specifically as a transfer to capital reserve or ‘ goodwill'. 

(c) Where acquisition has been spread over a period, the 
purchasing company’s proportion of the reserves and undis¬ 
tributed profits could correctly be determined by computing 
the proportion attaching to the shares at the time of each 
individual purchase. Normally, however, this method would 
be applied only to large purchases, made possibly with the 
object of securing future control. If the purchases were of 
relatively small amounts, spread over a long period, the 
proj)ortion could in many cases be determined at the time of 
the purchase which establishes the subsidiary relationship 
between the companies. Whatever method is adopted, the 
principle should be satisfied that no part of the pre-acquisition 
I)rofits attributable to the shares held in the subsidiary, so far 
as they are profits for the period before the date as on or from 
which the shares were acquired, must be treated as available 
as rcvenTie of the group. The balance of reserves and 
undistributed profits not attributable to the purchasing 
company will be allocated to the minority interests (para- 
graph (17)). 


Post-acquisition profits and losses, 

(23) A subsidiary, which on acquisition had an aggregate of 
reserves and undistributed profits, may subsequently make trading 
losses which will be set- off in its accounts against that aggregate. On 
consolidation however these trading losses are charges against the 
group revenue and should not reduce the capital reserve (or increase 
the ‘ goodwill') arising on acquisition. Conversely, on acquisition 
a debit balance on profit and loss account in the subsidiary’s accounts 
will have been taken into account; subsequent profits earned by the 
subsidiary should be included in consolidated income, but if applied 
by the subsidiary in reduction of pre-acquisition losses it will 
normally be necessary to make an appropriation from consolidated 
income to capital reserve, or against ‘ goodwill'. 
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Overseas Subsidiaries. 

Exchange considerations. 

(24) Where overseas subsidiaries are included in the consolidation 
the exchange principles observed in the case of overseas branches 
should normally be adopted, any profits and losses on exchange 
being aggregated in the usual way. In view however of the many 
differing circumstances and considerations which may arise, it is 
important to examine the effect of the treatment adopted, bearing 
in mind the overriding requirement to show a true and fair view. 
Where there are restrictions on remittances or violent fluctuations 
in rates of exchange it may be advisable, to avoid distortion, to 
omit companies affected from the consolidation, or to show them 
as a separate consolidation. If however such companies are included 
in the consolidation the position should be explained. 

Companies adopting different bases of accounting. 

(25) There may be subsidiaries which adopt bases of accounting 
different from those of the holding company, particularly in regard 
to the method of stating assets or computing profits and losses. 
It may not always be practicable for the holding company to insist 
on appropriate changes being made where the subsidiaries are 
subject to company or taxation law different from that in the 
United Kingdom. If the differences are acute and material there 
are three methods of dealing with the position: 

(а) To exclude such subsidiaries from the consolidation; or 

(б) To consolidate separately the subsidaries concerned; or 

(c) To make such adjustments as may be necessary for 
consolidation purposes, in which case it may be necessary 
to require the subsidiaries concerned to prepare statements 
supplementary to their audited accounts so as to enable the 
appropriate figures to be included in the consolidated accounts 
drawn up in accordance with the law of the United Kingdom. 
It is necessary to ensure however that such adjustments do 
not have the effect of increasing the consolidated revenue 
reserves in respect of subsidiaries above the amount which 
(subject to local taxation or other charges on distribution) 
would legally come to the holding company if all subsidiaries 
were to declare in dividend all the profits which they could 
legally distribute; thus, an appropriation should normally be 
made from consolidated income to capital reserve if the 
consolidated income has been increased by amounts which 
could not legally be distributed because, for example, they 
have been applied by a subsidiary to write down an asset. 

Taxation. 

(26) Taxation on profits arising in the United Kingdom should be 
calculated for consolidation in a manner consistent and uniform 
throughout the group. In addition, regard must be had to tax on 
profits of overseas subsidiaries. Such profits are normally subject 
to local taxation (including distribution tax, if any) in the country 
concerned and are subject also (if assessed under Case V) to United 
Kingdom profits-tax and income-tax on dividends declared. The 
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minimum liability to be provided on consolidation should take into 
account (in addition to local tax on profits earned) the local distri¬ 
bution tax on any profits of overseas subsidiaries credited in the 
holding company’s own profit and loss account, together with the 
appropriate United Kingdom income-tax and profits-tax thereon. 
Any additional sum set aside, to reserve (in whole or in part) for 
taxes which would arise on the distribution of profits retained 
overseas, should be treated in the same way as United Kingdom 
future income-tax. Whatever method may be adopted should be 
indicated clearly in the accounts. Where no additional sum has 
been set aside to taxation reserve it may be desirable, if the amount is 
material, to indicate by note either: 


(a) The amount of profits of overseas subsidiaries that have not 
borne United Kingdom taxation and local distribution tax 
(if any), with any observations which may be appropriate in 
regard to the taxation position; or 

(b) the approximate liability to additional taxation which would 
be incurred if the profits retained overseas were brought to the 
United Kingdom.” 


** Analytical ” Statement of Consolidation. 

It is argued that some of the disadvantages of consolidated 
statements (and see supra) are as follows:— 

(1) A consolidated statement, as such, does not disclose the 
financial position of any one particular company to creditors, 
shareholders or others interested. A consolidated statement 
is, therefore, merely supplementary to the “ legal ” 
financial statements of each Company. 

(2) Consolidated statements are generally so “ consolidated ” 
that it is not possible to ascertain which subsidiaries are 
making a profit and which a loss. 

To overcome the first-mentioned disadvantage resort has been 
made, in order to secure the advantages of consolidated statements 
and at the same time avoid the limitations mentioned, to presenting 
the consolidation in an analytical form. This form goes to the 
other extreme and tends to give too much detail. This method 
is to “ consolidate ” in columnar form, having a column for the 
holding company and a column for each subsidiary. It has been 
suggested that such an analytical consolidated statement affords 
the average balance sheet reader a better view than a single column 
consolidated statement. 
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A brief example of an anal 3 rtical statement of assets and liabilities 
is as follows:— 


Consolidated Statement of Holding Co. Ltd., and 
Subsidiary Companies as at 31st December, 1951 

ASSETS. 



Total 

Holding 

Co. 

Sub. 

A. 

1 Sub. 

1 B. 

1 

Sundry Assets 

Investments in Sub. Coys, and Inter. 
Co. balances 

£ 

32,400 

£ 

24,000 

6,000 

' £ 
5,200 

£ 

3,200 


£32,400 

£30,000 

£5,200 

£3,200 


LIABILITIES. 



j Total 

I 

Holding 

Co. 

Sub. 

A. 

Sub. 

B. 


I £ 

£ 

£ 

£ 

Issued Capital . . 

.. ' 25,000 

25,000 

2,500 

1,000 

Creditors 

. 4,000 

2,500' 

1,000 

500 

Profit and Loss 

.. I 3,400 

2,500 

700 

200 

Inter. Co. balances 


i 

1,000 

1,500 


1 £32,400 

£30,000 

£5,200 

£3,200 


This method discloses the position of each company and also 
the consolidated position of the whole undertaking. 

Other methods adopted to overcome the deficiency mentioned 
are to issue supplementary schedules of the significant items appear¬ 
ing in the consolidated statement. 

Where the accounts of many companies are to be consolidated, 
as is frequently the case overseas, the form of adjustment work 
sheet is often changed. Instead of the balance sheet items being 
arranged vertically in the manner illustrated, they are written 
horizontally across the paper and the names of the companies 
are arranged vertically. 


Illustrative Example 17. 

An illustration will now be given in which a consolidated revenue 
statement, apj)ropriation of profits statement and consolidated 
balance sheet are constructed. 
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The Balance Sheets of “ A ” Company and “ B ’* Company at June 30, 
1960, were as under;— 

Liahilitiee and Capital. “A Company. ” Company. 


Current Liabilities 

£15,000 

£20,000 


Long Term Liabilities .. 

8,000 

— 



£23,000 


£20,000 

Paid Up Capital in £1 Shares Fully Paid 

50,000 

20,000 


Reserves 

15,000 



Profit and Loss Appropriation 

17,000 Dr. 8,000 



82,000 


12,000 


£105,000 


£32,000 

[aaeta. 




Current Assets 

£50,000 


£19,000 

Fixed Assets 

45,000 


11,000 

Goodwill 

10,000 


2,000 


£105,000 


£32,000 


On July 1, 1950, “ A ” Company purchased 75% of the shares io “B ’* 
Company for the sum of £5,000. On August 31, 1950, “ A ” Company paid 
a dividend for year ended June 30, 1950, at the rate of 10% per annum. On 
September 30, 1950, “H” CV>mpany issued Debentures to the amount of 
£10,000 carrying interest at 0% per annum payable half-yearly. “ A ” 
Company subscribed for one-half of the issue. The results of the two 
companies for the year ended June 30, 1951, were as follows, both companies 
having brought to account the accrued interest on Debentures. 



“A ” 

“i?” 


Company. 

Company. 

Gross Profit .. 

£32,000 

£10,000 

Other income 

775 

— 

Income from Subsidiary 

225 



£33,000 

£10,000 

Expenses 

20,000 

12,000 

Net Profit/Loss 

£13,000 

£2,000 

The respective Balance Sheets at June 30, 1951, 

wore as under:— 



Liabilities and Capital. 

“ A ” Company. 

“ ii ” Company. 

Current Liabilities 

£15,000 

£8,000 


Long Term Liabilities 

7,000 

10,000 



£22,000 


£18,000 

Paid Up Capital in £1 Shares P'ully Paid 

50,000 

20,000 


Reserves 

15,000 

— 


Profit and Loss Appropriation 

25,000 Dr. 10,000 



- 90,000 


10,000 


£112,000 


£28,000 

Aaaeta. 




Current Assets 

£48,925 


£16,500 

Fixed Assets 

43,000 


9,500 

Shares and Interests in “ B ” Company 

10,075 


— 

Goodwill 

10,000 


2,000 


£112,000 £28,000 


Prepare Consolidated Revenue Statement, Appropriation of Profits State¬ 
ment and Consolidated Statement of Assets and Liabilities of the two 
Companies, showing your detailed workings. 
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Consolidated Revenue of ** A *’ Company Ltd. and its Subsidiary 
** B ” Company Ltd. 


Expenses 

A. Ltd. . 

B. Ltd. . 

Net Profit c/d 


. . 20,000 

.. 11,776 

- 31,775 

.. 11,000 


£42,775 


Gross Profit 

A. Ltd. .. 

B. Ltd. .. 
Other income 


32,000 

10,000 

776 


£42,776 


Consolidated Appropriation of Profits of ** A *’ Company Ltd. 
and its Subsidiary ** B Company Ltd. 


Subsidiary Loss 

b/f . . £8,000 

Lees (J capitalized) 6,000 

- 2,000 

Dividend 5,000 

Balance for Controlling 

interest . . . . . . 23,500 


Balance . . .. .. 17,000 

Net Profit b/d .. .. 11,000 

Minority Loss (i of £10,000) 2,500 


£30,.500 


£30,500 


Consolidated Statement of Assets and Liabilities of ** A Company Limited 
and its Subsidiary ** B Company Limited as at 30th June, 1951. 


Capital Paid up: 

60,000 shares of 

£1 each . . 50,000 

Reserves . . 15,000 

Profit and Loss Ap¬ 
propriation 23,500 


Shareholders’ Funds . . 88,.500 j 

Interests of outside share¬ 
holders in capital loss 
their proportion of losses 
of subsidiary company 2,500 

Current Liabilities . . . . 22,925 

Long Term Liabilities . . 12,000 


£126,925 


Current Assets 

. . 65,425 

Fixed Assets 

. . 62,500 

Goodwill 

8,000 


£126,925 


Specimen Published Statements. 

In the following pages are given specimen consolidated statements 
from Australian and Overseas Companies. 



Consolidated Profit and Loss Account for the Year Ended 30th June, 1948 

Incorporating the figures of the Profit and Loss Accounts (after elimination of inter-Company balances) of Dunlop 
Rubber Australia Limited and all Subsidiary Companies in which Dunlop Rubber Australia Limited holds over 
50'/c of the Ordinary Shares and over 50*/r of the voting control. 
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» ^ u; 


solidated position of the Companies at 30th Ji^ne, 194S. 

BRENThTAL-L,. MEWTOX & BUTLER J r » 

Melbourne. 10th September, 1948. KENT. BRIBRLET & FISHER j Chartered Accountants (Aust-), 
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The Myer Emporium Ltd. and Subsidiary Companies 

CONSOLIDATION OF EARNINGS AND APPROPRIATIONS 

INCORPORATING THE MYER EMPORIUM LIMITED FOR THE YEAR ENDED Jlst JULY, 1948, AND ITS SUB¬ 
SIDIARY COMPANIES FOR THE YEARS ENDED AT THEIR LAST RESPECTIVE BALANCING DATES ON OR 

PRIOR TO 31st JULY. 1948. 


Previous Year 


£963,396 

}.I69 

21 


Net Profit on Trading, after deducting all Charges and Expenses, includini! 

Bad Debts, Directors' Fees (£3,018), and Depreciation on Fixed 

Assets (£137,462) .£1,097,447 

Income, from General Investmcpti . . .... 2,123 

I’tofit on Realisation of Fixed Assets — Subsidiary Company . .. 4> 


£968.786 

609.444 


Profit pnor to Taxation 
Less Provision for Income T.i\cs .. 


£1,099,613 

671.173 


£S59,342 Net Profit of The Myer Emporium Ltd. and its Subsidiary 

Companies (of which Outside Shareholders are entitled to 

1947 . £37,473 1948 .. £39.313) £428,440 


Add- 

llilii' c brnttglit forward from proviout year .. 


£720,140 


£31,969 

116,711 


£252,180 

91,586 


Deduct — 

Dividends Paid— 

To Outside Shareholders .... . . 

Shareholders of The Myer Emporium Ltd . 

Provision for Final Ordinary Dividend and Bonus to the Shareholders of 
The Myer Emponum Ltd .... 

Transfers to Reserves . 


£32,023 

116,710 


£ 269,483 

132,863 


Balance carried forward 


Representing — 

£14,429 (lutside Shareholders' Proportion 

277,271 Myer Shareholders' Proportion. 


£16,691 

301,103 


AUDITORS’ REPORT. 

We have examioed the aecompanymi Conulidated Balance Sheet of The Myer Emporium Limited and its Subsidiary Companies, dated 
Sift July, 1948, and the relative Consolidated Profit and Lom Account m conjunction with the Balance Sheet and Profit and Loss Account of The 
My«f Emporium Limited at Slit July, 1948, at reported upon by ui, and with the Balance Sheeti ind Profit and Loss Accounti of the Subsidiary 
Gbnpanfa at thnr respective halanang dates, u reported upon by their rctpecuve Auditors. In our opimon the Coniohdaud Balance Sheet hat been 
oodlpilcd to as to exhibit a true and correa view of the consolidated position of the Companies, and the Consolidated Profit and Loss Account hat 
been compiltd so at to exhibit a true and correct view of the consolidated results of the buiineti of the Companies as shown by their respective 
Balance Sheets and Profit and Loss Accounla. 

FULLER, KING CO . 

Chartered Accountents (Australia). 


MELBOURNE, 29tli September, 1948 
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The Myer Emporium Ltd. and Subsidiary Companies 

CONSOLIDATION OF FINANCIAL POSITION 

of 

THE MYER EMPORIUM LIMITED AS AT 3Ut JULY, 194«, AND ITS SUBSIDIARY COMPANIES AS AT THEIR LAST 
RESPECTIVE BALANCING DATES ON OR PRIOR TO 3l*t JULY, 1948. 

(after Riving effect to the appropriations recommended hy the Directors) 

Authorised Capital of The Myer Emporium Limited, £3,000,000 


3lit July, 1947. 

ISSUED SHARE CAPITAL OF THE MYER EMPORIUM LIMITED 

(fully paid)— 


£2,479,950 

9'/, Cumulative Preference Shares of £1 icach .. 
99,500 Staff Partnership Shares of £1 each . 

1 "25,00(1 Ordiiwry Shares of £1 each .. 

RESERVES— 


£655,450 

99,500 

1,725,000 

a- 

£1,255,359 

After deducting Outside Shareholders' Proportion .. 


£1,445.517 



PROFIT AND LOSS ACCOUNT— 




277,271 

1,532,630 

Balances after deducting Outside Shareholders' Proportion .. 


301,103 

1,744,620 






£4,012,5110 

484,843 

Myer Shareholders’ Proportion. 

Outside Shareholders* Proportion (including Reserves £35,9S7, 
and Undivided Profits £16.691) 


£4,224,570 

492,128 

£4,497.42 3> 

Total Shareholders' Funds 



£4.716.698 


Represented by — 





CURRENT ASSETS— 




£887,986 

28,440 

3,347,131 

Cn.stomers' Accounts (after providing for Doubtful Debts) 
Other Debtors 

Stock in Stores, Factoncs and Bond — at or under cost 

0.175.717 
6,241 
745 459 



294,033 

16,608 

51,250 

1,016 

15,410 

- £4,641,871 

Advance Payincntv — Suxks: . ... 

— Other . 

Australian and British Government laxins — at face value .. 
Sivings Ccrtihc.ites and Bonds purchased for Staff 

Cash in Hand ..... 

I09,«I6 

4,525 

40,000 

PI 

17,670 

£5,097.584 



CURRENT LIABILITIES AND PROVISIONS— 




£463,248 

236,347 

1,031,132 

228.208 

718,703 

1,372 

82,823 

103,300 

—_ 2,865,333 

Deposits 

Bank Overdrafts . 

Trade Creditors 

Other ('reditors and Accrued Charges 

Provisions — Income Taxes .. 

- ‘ Exchange Fluctuauons 

- Staff Superannuation .. 

— Final Ordinary Dividend and Bonus of 
The Myer Emporium Ltd 

£56.>,I46 

5 5,005 
1,069,585 
248,851 
758,614 

89,281 

120,750 

2,905,230 






£1,776,541 

185,011 

Inicr-Company Transactions between balancing dares .. 


£2,192,354 

89,215 


£1,961.552 

Net Current Assets. 



£2.281,569 


FIXED ASSETS- 




£1,983,668 

46,123 

319,024 

2,500 

57,830 

Freehold Land and Buildings at or under cost .. 

Leasehold Property and Improvements — at cost 

Fixtures. Fittings and Equipment at cost, less depreciation 
Shares — Companies listed on a SukU Exchange - at cost 
— Other Caimpanics—at or under cost 

£1,969,634 

68,000 

464.905 

2.500 

53..565 



£2,409.145 



£2.558,402 


Less FIXED LIABILITIES (Secured)- 



I05fl00 

Mortgage Debentiirei 

Mortgages . 

xioo.oon 

255.000 

55 5,000 


- £2,304,145 

Net Fixed Assets. 



£2,203,402 

£250J000 

18,274 

(lOODWILL (The Myer Emporium Limited) .. 

Less CAPITAL RESERVE in respect of Subsidiary Companies 

Shaics .. 

£250,000 

18.273 

231,727 





£4,497,423 

TOTAL NET AS.SETS. 



£4,716,698 


u 
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STATEMENT OF AGGREGATE PROFITS OF FELT AND TEXTILES OF 
AUSTRALIA UMITED AND ALL SUBSIDIARY AND SUB5UBSIDIARY 
COMPANIES IN RESPECT OF THE YEAR ENDED 30th JUNE, 1948 (OR 
NEAREST BALANQNG DATE). 


1947 

E C C 

166.735 Balance of Proilta brought forward from previous year ^. 185,931 

Lew Adjustment of outside Shareholders' Interest therein (owing to change during year 
— in proportiqpate share holdings in part-owned Subsidiaries). 11,133 

168.735 174,798 

Add Accumulated Profits, at date of purchase, of new Subsidiaries acquired during the 
2,954 year ended «30th June, 1948 .. .. . 33,522 


165.781 208,320 

62,038 Less Transfers to Reserves by Subsidiaries. 10,315 

103,693 198,005 

Aggregate Net Profit derived by Felt and Textiles of Australia Limited and its Sub¬ 
sidiaries /or the year ended 30lh June, 1948 (or nearest balance date), excluding 
301,953 outside Shareholders' Interest therein and after providing £328,620 for Depreciation 374,340 

405.646 572,345 

Less Dividends paid by Felt and Textiles of Australia Limited (including Provision for 
Final Dividends on Second Preference and Ordinary Shares paid subsequent (o 
balance date);— 

On First Preference Shares for the year ended 31st March, 1946 .. 2,400 

On Second Preference Shares lor the year ended 30th June, 1948 .. .. 12,000 

On Ordinary Shares for the year ended 30th June, 1948 . 224,348 

139,715 238.748 

265,931 333.597 

— Third Preference Share Issue Expenses written off . 51,252 

50,000 Xransfer to General Reserve .. .. .. 50,000 

30,000 Transfer to Special Reserve. .. — 

80,000 - 101.252 


Balance at Credit of Profit and Loss Accounts (excluding Outside Shareholders' 

£185,931 Interest) . £232,345 

NOTE.—The following Preference Dividends lor the periods shown had accrued to 
30th June, 1948:— 

First Preference—from Isl April, 1948 . £600 

Third Preference—from date of allotment. 11,956 


£12,556 
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CONSOLIDATED STATEMENT OF ASSETS AND UAHUTIES OF FELT AND TEXTILES OF 
AUSTRALIA UMTTED AND ALL SUBSIDIARY AND SUBSUBSDIARY COMPANIES 
COMPILED AS AT 30th JUNE, 1948 (OR NEAREST BALANCING DATE). 

■ ■— -■ . . ... , I gBggas==g'' 


1947 




{ 

Subscribed Capital ot Felt and Tex¬ 
tiles of Australia Limited—Fully 
pdldc 

40,000 6% Cumulative First 
Preference Shares of 

C 

£ 

40,00P 

Cl each 

200,000 6% Cumulative 
Second Preference 

' 40,000 


200,000 

Shares of £1 each .. 
1.260.000 4% Cumulative Third 
Preference Shares of 

200,000 


— 

£1 each 

1.794.783 Ordinary Shares ol 

1,260,000 


1,572,890 

£1 each 

1,794.783 


1,812,890 

Reserves and Accumulated Prolits:— 


3,294,763 

686,173 

Capital Reserves 

Less difference between the 
values at which Inter Ojmpany 
Holdings of Shares are entered 
as Assets in the Balance Sheets 

922.111 


162,562 

523,611 

and their par value . 

267.529 

654,584 


217,064 

General hoserves. 

312,448 


50.000 

Special Reserve 

80,000 


4,664 

Tax Free Reserves . 

Debentures Sinking Fund Income 

21.852 


526 

Reserve 

Profit and Loss Credit Balances (less 

1.711 


185,931 

Debit Balances) 

232,345 


1.001,796 
2,814,b86 

47o Mortgage Dobenlures—Repay 
able 3lsl August, 1965 -Secured 
by Trust Deed dated 30th August, 
1945 (Sinking Fund Investment 


1,302.940 

4,597.723 

1.000,000 

£51.711 as per contra) 

Interest oi Outside Shareholders.-- 
Comprising (Capital ol Subsidlanes 
held by Outside Shareholders, 
plus their proportion ol Undis¬ 


1.000.000 

257 403 

tributed Profits and Reserves 
Provision lor Final Dividends lor 
year ended 3Dth ]une, 1948. on 
Second Prolorence and Ordinary 
Shares of Felt and Textiles o( 
Australia Limited (paid respec¬ 
tively on Isl July. 1948, and 30lh 


865,984 

100,341 

September, 1948), 

Note.—The following Prelerento 
Dividends lor the periods shown 
had also accrued to 30lh June, 
1948.- 

Firsl Preference — (rom 

Isl April, 1946 £600 

Third Preierence—fiom 
dele of allotment .. 11,956 


1)8,174 


904,672 

Fixed Aaaeis:— 

Freehold and LeaMhold Land and 
Buildings (less Depredation).. 

1.520,340 


1.218,565 

Plant, Machinery, Futniture, Fit¬ 
tings. Vehicles, etc., lees 
Depreciation (Induding ad¬ 
vance paymente lot Plant under 
order). 

I.B34.466 


2.123,237 



3,354.806 

456,230 

InvesUsents — 

Shares In other Companies, etc 


472.297 

3.469.483 

Current Asaets.— 

Stock on hand. 

5,344,144 


- 

Less Provision against poaaible 
recession in market values oi 
stocks oi raw materials 

160,000 


3.469,483 

1,212,764 

Sundry Debtors, Bills Receivable, 
etc (less Reserves) .. 

5,164.144 

2/tB8,519 


1.776 

Cash in hand and m Iransit 

29,485 


4.684,023 



7,302,148 

19.619 

Prepayments 


20,331 

131,632 

Goodwill, Patent Rights, etc. 


159,366 

30,526 

4% Mortgage Debentures—Sinking 
Fund Investment-Lodged with 
Trustee ioi Debenture Holders 
and Invested in Commonwealth 
Governmtnt Inscribed Stock . 


51,711 

15915 

Inter Company Transactions in 
transit and variation in Advance 
Accounts of Subsidiaries will) 
k^lancinq dates other than 30th 
lune, 1948 (net balance) .. 


19,908 


1947 

C 


1.845,949 

181,582 

899,653 

367,568 

3.288,752 


C7.461.182 


Currsol UdbiliUei — - ■ 

Bank Overdrafts (less Credit Bal¬ 
ances) (Secured) .. 2,950,360 

Loans on Moriqaqe 362,491 

Sundry Creditors 939i666 

^Taxation Provisions 537747 

Contingent LiabiliUes-lhere are 
Contingent Liabilities for Guaran* 
tees, Bills under Discount, etc. 


4.798,286 


£11.380.167 


NOTEt—The figures relating to the New Zealand Subsidiaries are Induded in the above Stateaeni at 
having been made for the Premium on Exchange between New Zealand and AuaUalla 


their Balance Sheet values, no adiustmenl 
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PACIFIC CHENILLE-CRAFT LIMITED 

AUTHORISED CAPITAL, m 4,000.000 sh.res of 5/- each, £1,000,000 

CONSOLIDATED BALANCE SHEET OF PARENT COMPANY AND SUBSIDIARY 
AS AT 30th JUNE. 1948 

(After allowing for Interim Dividend paid on 1st July, 1948, and Final Dividend recommended by the Directors. 
Amounts taken to the nearest tl.) 

SHAREHOLDERS' FUNDS 

The Surplus of Assets over Liabilities at 30th Juno 1948, representing the 
funds of the shareholders, amounted to E450 259, and was comprised as 
follows:— 

ISSUED CAPITAL: 

1,120,000 shares of 5/- each, fully paid £280 000 

RESERVES USED IN THE BUSINESS: 

Premium on Shares .. £120.000 

"TaK Free" Profits Reserve, being undistributed profits sub|ecf to Private 
Company Tax £26,032 

Less Dividend payable therefrom as recommended by the Directors 21,333 

4,699 

PROFIT AND LOSS ACCOUNT: 124 699 

Pacific Chenille*Creft Limited—Balance of undistributed profits. 30th 

June. 1948 fcr, j ;57 

Less Interim Dividend paid therefrom 1st July, 1948 70 000 

451 ^ 

Subsidiary Company—Balance of undistnbiited protits. 30th Juno. 1^48 • 3 

4f,,S60 

TOTAL SHAREHOLDERS' FUNDS £450,259 

ASSETS AND LIABILITIES 


At 30th June, 1948, these wore qroupod under the following headings'— 

CURRENT ASSETS: 

Cash at Banks and on hand 
Cash on Fixed Deposit with Banks 

Sundry Debtors—after providing £1,601 for Discounts and Doubtful Debts 
Stocks on Hand, including Shooting, Cotton Yarn, and other Raw Materials, 
Manufactured and Partly Manufactured Goods Canteen Supplies, and 
Maintenance Materials (valued at the lower of Cost Pneo and Market 
Value) 

Payments made for Raw Materials in Transit and on Order 


TOTAL CURRENT ASSETS (bemg £2/9/11 for every £1 of Current 
Liabilities) 

Less CURRENT LIABILITIES (known and estimated) 

Sundry Creditors and Accrued Charges (including Provision for Taxation) 
Dividend Appropriations: 

Interim Dividend paid 1st July, 1948 
Final Dividend recommended by Directors 

TOTAL CURRENT LIABILITIES 
NET CURRENT ASSETS 
FIXED ASSETS: 

Freehold Land and Buildings, at cost (including additions during the year, 
£7,431) . • 

Plant, Machinery, and Equipment, at cost (Including additions, less sales 
and items scrapped during the year—£45,136) 

Less Provision for Depreciation 

TOTAL FIXED ASSETS 

NET TANGIBLE ASSETS (being 7/4d. for each 5/- share issued) 
JNTANGIBLE ASSETS: 

Goodwill, Patent Rights and Trade Marks, at cost 
Excett of Cost Price of Shares in Subsidiary Company (less amounts 
written off) over par value . .. 

EXCESS OF TOTAL ASSETS OVER TOTAL LIABILITIES .. .. 

(Total Assets—£668,713—represent £3/1/3 for every £1 of 
Liabilities—£? 18.454.) 


£211 228 
10,225 

£221,453 
64 674 


233,673 

259,3^5 


£545,502 


£177, 21 


£20,000 

21,321 

£41,333 

£2I8^4W 

£327,048 


15,014 

92,730 

26,502 

66,222 

8 1,242 

408,290 


10,000 


31,969 


41,969 

£450,259 
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PACIFIC CHENILLE-CRAFT LIMITED 
CONSOLIDATED PROFIT AND LOSS STATEMENT 


NET PROFIT for the year ended 30th June. 1948, after providing for Depreciation (£17,010) and 
Directors' Fees for 1947 (£1,000), and afte-^ excluding profit of the Subsidiary Company earned 
by it prior to the acquisition of the shai-s ♦herein by Pacific Chenille-Craft Limited, which 
profit has been paid to the Holding Company as a Dividend and apohed by it (loss Income Tax 
thereon) in reduction of the cost of the shares in the Subsidiary t^ompany. £148,316 

LESS Provision for Taxation, being estimated tax on the current year's profits, together with Addi¬ 
tional Provision required to meet estimated a»»t,s$ments not yet issued for further tax ijn 
undistributed profits of previous years when the Company was a private company .. _ 83,387 


64,929 

add Balance brought forward 1st July, 1947 (after Appropriations and Dividends) 631 


Balance of Profits available 30th June, 1948 . . 65,560 

LESS Interim Dividend paid 1st July. 1948 . 20,000 


BALANCE AS PER BALANCE SHEET . £45,560 


The Consolidated Balance Sheet on the previous page, and Profit and Loss Statement which 
appears above, have been designed not only to acquaint shareholders with the manner in which 
their capital has been employed, bur also to facilitate the task of reviewers. In future, your 
Directors propose to set out the figures for the preceding year so as to afford ready comparisons 
from the time when the Company became a public company. 


STATEMENT SHOWING SOURCE AND APPLICATION OF FUNDS 


SOURCE OF FUNDS 

During the yenr ended 30th June. 1948 the Funds of 
Pacific Chenlllc-Craft Limitod wore increased as 

follows'— 

Increase In Paid-up Capital .. .. £180,000 

Premium paid by Sharoholdors on 

issue of Shares 120.000 

Net Profit earned by the Company 

during the year ^ ... £148,316 

Less Provision for Taxation £83,387 
Less amount transferred 
to "Tax Free" Profits 

Reserve . 2,457 

- 80,930 

- 67.386 


HOW APPLIED 

T^eso Funds were applied as follow; — 

Increased Investment in Assets— 

Land. Buildings. Plant, Machinery, and Equip¬ 
ment . . £35,822 

Shares purchased m Subsidiary Company (less 

amounts written off) . . 41,969 

Stocks . . 127,050 

Sundry Debtors . 25,168 

Cash at Banks (including Fixed Deposits) and 

m hand .... 100,993 

331,202 

Reduction of Liabilities, including Payment of 
Final Dividend at the rate of 20% for fb® 
year ended 30th June. 1947 . 36,184 


£367,386 


f367 386 
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CURRENT ASSETS (Note A) 

Cash.$ 8,028.9;i5 

20,000,000 


10,321,885 


77,008, i68 

456,612 
2,052,564 

23,400,0 00 
8143,271,464 

U. S. GOVERNMENT SECURITIES (at cost) set aside for adjustments 

and contingencies (Note B) . ... 3,000,000 


U. S. Government securities — at cost 
Notes and accounts receivable — trade; 


Notes receivable . 8 810,967 

Accounts receivable . 13,713.918 

814,524.885 

/^c.ss — Reserve . 4.200,0(K) 


Inventories — raM materials, work in process, and manufactured 

stock — at apfirovimate cost or market, whichever lower. 

Inve'ntories applicable to terminated contracts, 

less advance collections of 8800,0(N) .... ... 

Sundry debtors, M<irking funds, expense advances, and other items . . 
Estimated refund of federal taxes arising from carry-back provisions 
of the Internal Revenue Code. 



FIXED ASSETS (Note C) 

Buildings, machinery, and equipment . . 865,532,217 

Less — Reserve for depreciation and amortization . . 32,836.574 

$32,695,^3 

Land . . . 2,642,254 

Small tools (including jigs and dies). 3,172,561 

Furniture and fixtures . . 435.097 38,945,538 


PATENTS, PAITERNS, DRAWINGS, AND GOODWILL (nominal amount) 1 


OTHER ASSE'FS 


286,524 


DEFERRED CHARGES TO OPERATIONS 


436,941 

$183,940^ 
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^cmfian'^ OMd Sid^idia/uei ★ 

BALANCE SHEET 



CURRENT LIABILITIES 

Accounts payable —trade.$ 8,299f447 

Accounts payable —other. 1,868,459 

Pay rolls accrued and pay roll orders ouUtuidlng . 2,667,083 

Reserve for guarantees and completkin of contracts billed. 7,379,676 

General taxes including state income taxes for prior years. 2,185,915 

Reserve for federal income and excess profits taxes for prior years . . . 1,308,782 

Reserve for renegotiation of Government business (Note D). 1,622,447 

Progress billings and advance collections on contracts. 5,186,492 

Sundry accruals and other liabilities. 944,180 


I 31,462,481 

LONG-TERM DEBT 

2% Debentures due September 1, 1956 (redeemable at 101% to 

ScpIember 1, 1947. and at smaller premiums annually thereafter) . 15,000,008 


RESERVES 

Inventory and other contingencies (Note B) . I 3,730,421 

Employer's liability insurance. .... 869.256 4,599,677 

CAPITAL STOCK (Note E) 

Preferred stock, cumulative—authorize<l 500,000 shares 
of 8100 par value each — 

3Vi% Convertible Scries — issuctl and outstanding 

359,373 shares. 135,937,300 

Common stock — authorized 3,750,000 shares 
of no par value — 

Outstanding 2,515,442 shares and 197 shares repre¬ 
sented by scrip certificates (after deducting 11,878 

shares in treasury at cost. 8164,674). 72,706,182 108,643,482 


EARNED SURPLUS, per statemcnl attached (Note F) 


26,234,848 

3185,940.488 
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■PBOFIT 

ANDiOSS 
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Consolidated Stcrtomont of Profit ond Loss and Earned Surplus 
for the Year Ended December 31,1946 

PROFIT AND LOSS 


Net sales billed, including termination claims filed.$ 93,840,030 

Cost of goods sold, including overhead expenses while plants were 

idle due to labor strikes, and depreciation.$100,442,619 

Selling, general and administrative expenses ... ... 19,245,J^, 119,687,709 * 

_. $(25,847,679) 

Other income: 

Interest and discount — net .$ 639,724 

Royalties, commissions, and misceUaneous income. 332,046 W 1,770 

$(24.855',909) 

Other deductions: 

Interest on debentures and bank loan.$ 167,173 

Reconversion expenses. 468,244 

Interest on additional income taxes for prior years. 212,724 

Miscellaneous. 99,555 

$ 947,696 

Less — Amount transferred from reserve for inventory and con> 
tingencics in respect of certain items above that were previ¬ 
ously provided for . . 

Loss for year before undernoted credit.$(25,255,513) 

Estimated recovery of prior years’ federal taxes on income under carry-back 

provisions of the Internal Revenue Code. 25,400,000 

Profit for year, carried to earned surplus.$ , 144,487 

EARNED SURPLUS, balance December 31,1945 .. 29,769,807 

$ 29,914,294 

Credits applicable to prior years, principally excess provisions for federal 

income taxes. 1,597,030 

$ 31,511,324 

Fees and expenses incurred in the sale of new Preferred Stock, 3\4% 

Cumulative Convertible Series, including net expenses of ^,045 

applicable to 2% Debentures due September 1, 1956 .$ 960,017 

Dividends paid in cash (on shares outstanding)— 

Preferred Stock — 8lV^c per share (for period from September 5, 

1946 to December 5, 1946 at rate of $3.25 per annum) .... 291,999 

Common Stock — $1.60 per share. 4,024 ,460 5,276, 476 

Balance, December 31, 1946 (Note F).T . $ 26,234,848 


*Provifilon for depreciation amounted to |2,167,S9I. 
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€md 

NOTES Id FimmcitL siitements 


Not» A — Current Assets in Foreign Countries: 

The current assets in foreign countries amounted to $4,607,000 at December 31, 1946, located 
principally in Argentina, Canada, and England. These assets comprise cash, notes, and accounts 
receivable stated at approximate quoted rates of exchange at that date, and inventories at 
U. S. dollar cost. A substantial amount of these assets is in countries having certain restrictions 
on the free transfers of funds. 

Note B — Roforvo: 

The balance in the reserve for inventory and other contingencies was provided by appropri¬ 
ations from income in prior years as a precautionary reserve against possible future inventory 
price declines and for any other contingencies that might arise. Pursuant to resolution of the 
Board of Directors, U. S. Government securities of a principal amount of $3,000,000 were set 
aside, subject to further order of the Board, for adjustments and other contingencies and, accord- 
ingly, this amount is excluded from current assets. 

Notu C — Fixed Assets: 

Factory sites, buildings, machinery and equipment are stated on the following bases: (1) proper¬ 
ties acquired on formation of the Company in 1913, at amounts assigned thereto at that time; 
(2) properties acquired by purchase since 1913 at estimated sound values or amounts assigned 
thereto at date of purchase; (3) other additions at cost. The major portion of the properties 
at December 31, 1946, is sUted at cost. Small tools, including jigs and dies, are included at 
the amounts assigned thereto in 1913, plus additions on acquisitions of new properties and on 
the development of certain new lines; renewals and replacements thereof, considered to be in 
lieu of depreciation, are charged to operations currently. 

Notu D — Runugotiotion: 

In February, 1946, a payment of $3,670,000 was made in partial settlement of renegotiation 
for the year 1944 and in February, 1947, a further payment of $422,447 was made in final settle¬ 
ment for that year. After these payments and related transactions, and an additional provision 
of $381,282 charged to sales billed in 1946, tliere is a balance of $1,200,000 in the reserve which 
is believed to be sufficient for the year 194.'>. 


Note E — Capital Stock: 

The preferred stock ($100 par value) is convertible into common- stock at the optkm of the 
holders at any time at a conversion rate of $50 per share of commod stock, and 718,746 shares 
of common stock are reserved for this purpose. The preferred stock b' redeemable at $103 per 
share plus accrued dividends. 

During 1946, 240 shares of common stock were issued at $38.75 per share, under options 
(expiring in 1947) granted to offioen} of the Con^ny in 1944. As at December 31,1946 there 
were options outstanding for the purchase of 6,180 shares of common stock at $38.75 each. 

Note F — Rastrictians On Surplus: 

The terms of the Indenture relatmg to the 2% Debentures, due September 1, 1956, provide, 
among other things, that the Company will not declare or pay any dividends (other than stock 
dividends) that would reduce the balance in consolidated earned surplus below $3,000,000. The 
Certificate of Incorporation, as amended, relating to the Preferred Stock, 3)4% Convertible 
Series, contains a restriction to the effect that no dividend on common stock (other than dividend 
in common stock) shall be paid or declared unless, after giving effect to such dividend, (1) the 
funds legally available for dividends undea the laws of Delaware shall exceed five years* dividend 
requirements on all shares of Preferred Stodc at any time outstanding, or (2) the oonsolidated 
net tangible assets shall be not less than twice the sum of the funded indebtedness and tiie amount 
payable ($100 per share and accrued dividends) on th4 Preferred Stock upon involuntary liquida¬ 
tion. Under these provisions the surplus at December 31, 1946, that was not available for the 
declaration of cash dividends on common stock was approximately $6,200,000. 
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EASTMAN KODAK COMPANY AND 
UNITED STATES, CANADA, MEXICO, 

STATEMENT OF FINANCIAL 


Net Assets in which Capital and Retained Earnings Are Invested 



DFCF.MBER 27, 

DECEMBER 28, 


1947 

1946 

Current Assets: 

Cash 

5 37,573,166 

5 29,933,439 

United States and Canadian Government securities, at cost (Market value: 532,886,071) 

32,848,583 

48,991,50.’ 

Receivables (less reserves for doubtful accounts) 

39.177,806 

31,915,331 

Inventories of raw materials, work in process, finished goods, and supplies, at cost oi 

market, whichever is lower 

91,057,651 

78,773,708 

Prepaid insurance, ta.xes, and other charges applicable to future opcratioiis 

986,615 

739,439 

Total current assets 

5201.643,821 

5190,353.483 

Less—Current Liabilities: 

Payables . 

S 34,292.553 

$ 29,124,3.58 

Provision fdr federal, state, and other taxc.s 

38,695,208 

39,331,144 

Dividends payable to stockholders January 2, 1948 

6.901.521 

6,282,518 

Total current liabilities 

5 79,889;282 

5 74,738.020 

Working copital 

5121,754,539 

5115,615,463 

Properties: 

Buildings, machincr), and equipment, at cost 

5267,858,941 

5232,290,796 

f/jj—Reserves for depreciation and amortization 

129,535,678 

120,685,690 

Net balance of depreciable assets 

5138,323,263 

$111,611,106 

Land, at cost... 

5,786,216 

5,788,862 

Net properties 

5144,109,479 

$117,399,968 

Other Assets: 

Investments in and advances to subsidiary companies and branches not consolidated.... 

5 11,510,471 

$ 6,859,.52" 

United States Government securities on deposit with workmen’s compensation commis- 

sions. . . . 

552,430 

500,331 

Sundry investments and noncurrent receivables. .... 

2,029,482 

2,005,201 

Total other assets. . .... 

5 14,092,383 

5 9,365,059 

Total net assets ..... ... 

5279,956,401 

$242,380,490 
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SUBSIDIARY COMPANIES IN THE 
CUBA, PANAMA, AND SOUTH AMERICA 

CONDITION-DECEMBER 27, 1947 


Sources from which Net Assets Were Obtained 


DECRMBER 27, 
1947 

Six Per Cent Cumuhfi^Preferred Stock: 

Authorized 100,000 shares, Sl»(' par value 
Issued 61,657'shares . . 

Common Stock: 

Authorized 20,000,000 shares SIO par value 
Issued 12,441,210 shares 

Less: In treasury 61,145 shares 
Outstanding 12,380,065 shares. 

Retained Earnings Used in the Business: 


Reserved for general contingencies. ■. ... . 12.436,166 

Re.servcd for intercompany profit in inventories of subsidiarv companies and branches 

not consolidated. .. 2,700,000 

Reserved for workmen’s compensation and other insurance 1,606,509 

Retained and used for general business purposes . 133,247,376 

Total earnings retained and used in the l)usinc.ss 8149,990,051 

Total copifol and retained eornings invested in the business . . . 5279.956,401 


5 6,163,700 


123,800,6.50 


DECEMBER 28. 
1946 


5 6,165,700 


123,800,650 


13,385,590 

2 , 200.000 

1,602,382 

95,226,168 

$112,414 ,140 

$242,380,490 


Auditors’ Report 

To the Stockholders oj Eastman Kodak Company: 

As auditors elected at the annual meeting of stockholders held on April 29, 1947, wc have examined the state* 
ment of financial condition of Eastman Kodak Company and its subsidiary companies in the Western Hemisphere at 
December 27, 1947, and the related statement of earnings for the fiscal year then ended. Our examination was made in 
accordance with generally accepted auditing standards and included such tests of the accounting records and other 
supporting evidence and such other procedures as we considered necessary in the circumstances. 

In our opinion, the accompanying statement of financial condition and related statement of earnings present 
fairly the po.sition Of the companies at December 27,1947, and the results of their operations for the year, in conformity 
with generally accepted accounting principles applied on a basis consistent with that of the preceding year. 

New York 

March 9,1948 PRICE. WATERHOUSE & CO. 









302 


Consolidated Statements. 


Statement of Earnings for the Year ended December 27,1947 

EASTA*AN KODAK COMPANY AND SUBSIDIARY COMPANIES IN THE UNITED STATES, 
CANADA, MEXICO, CUBA, PANAMA, AND SOUTH AMERICA 


1947 1946 

Net sales. $334,619,248 $264,416,490 

Sales to subsidiary companies and branches not consolidated. 17,131,850 10,286,958 

Total. $351,751,098 $274,703.448 


Cost of goods sold. $229,877,780 $178,432,065 

Selling and administrative expenses. 43,396,009 36,819,923 

Depreciation of properties and equipment. 11,681,833 9,482,468 

Costs and expenses allocated to the reserve for adjustments due to wartime 
operations (see below). .. 4,570,545 

Total. $284,955,622 $229,30 5,()01 


Earnings from operations. $ 66,795,476 $ 45,398,447 

Interest income. 473,303 1,142,067 

Dividends and earnings received from subsidiary companies and branches 

not consolidated. 2,294,529 108,083 

Other income. 271,714 257,079 

$ 69,835,022 $ 46,905,676 

Other charges. 68,366 84,903 

$ 69,766.656 $ 46,820,773 

Provision for income taxes (estimated): 

United States income taxes. $ 24,000,000 $ 15,789,244 

United States excess-profits tax. . 2,200,000 

Foreign income taxes. 2,567,402 2,110,756 

Total income taxe^. $ 26,567,402 $ 15,700,000 

$ 43,199,254 $ 31,120,773 

Transfer from the reserve for adjustments due to wartime operations to offset 
costs and expenses incurred (see above) . . 4,570,545 


Net earnings for the year. $ 43,199,254 $ 35,691,318 


Dividends on capital stock: 

Preferred at six per cent. $ 369,942 $ 369,942 

Common (new shares) at rate of $1.60 per share. 19,808,104 - 

Common (old shares) at $7.00 per share. . 17,332,091 

Total. $ 20,178.046 $ 17,702,033 


Balance of earnings retained and used in the business . $ 23,021,208 $ l),989',285 
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THE EAGLE PICHER LEAD COMPANY AND SUBSIDIARIES 


^^nso/tcf^ed amd 13 )^ a^id ^ayned ^uvfUuA 

FOR THE YEARS ENDED NOVEMBER 30,1043 AND 1942 


NET SALES (including premiums on over-quota 
mine production). 

NOVEMBER 30, 1943 

$44,185,653.00 

NOVEMBER 30, 1942 

$40,272,209.48 

PRODUCTION AND MANUFACTURING COSTS... 


34,445,491.14 


31,478,974.52 

GROSS OPERATING PROFIT —bctorc Depletion 
and Depreciation. 


9,740,161.86 


8,793,234.96 

EXPENSES; 

Selling. 

Traffic, Warehousing and Shipping. 

General and Administrative . 

Bad Debt Provision—less Recoveries . 

$ 973,629.04 
348,022.70 
1,338,178.14 
92,156.19 

2,751,986.07 

$ 973,523.56 
300,770.85 
1,137,777.40 
97.789.46 

2,509,861.27 

NET OPERATING INCOME— before Depletion and 
Depreciation: 

Mining and Manufacturing. 

Northeast Oklahoma Railroad Company .... 


6,988,175.79 

539,418.01 


6,283,373.69 

567,697.95 

OTHER INCOME: 


7,527,593.80 


6.851,071.64 

Royalties........ 

116,197.10 

31.929.53 

76,285.96 


179,975.63 

4,306,98 

25,984.00 


Miscellaneous ... . 

224,412.59 

210.266.61 

INTEREST ON INDERTEDNESS . 


7,752,006.39 

197,273.40 


7,061,338.25 

135,686.65 

DEPLETION, DEPRECIATION. ETC.: 

Provision for Depiction and Depreciation — 

per books. 

Provision for Write Down of Properties . 

Abandoned Projects, Prospecting Expenses and 
Loss on Retirement or Sale of Capital Assets 

3,011,782.53 
236,082 67 

546,626.68 

7,554,732.99 

3,794,491.88 

2,644,574.31 

68,656.42 

562,247.47 

6,925,651.60 

3,275,478.20 

NET PROFIT— before provision for Federal and 
State Taxes on Income.. . 


3.760,241.11 


3,650,173.40 

PROVISION FOR FEDERAL ANQ STATE TAXES 
ON INCOME: 

Federal Normal and Surtax and State Income. 
Federal Excess Profits (less Post-War Credits of 
$40,000 in 1943 and $19,000 in I9'42) . 

1,440.000.00 

360,000.00 

1,800,000.00 

955,000.00 

945,000.00 

1,900,000.00 

NET PROFIT FOR YEAR. 


1,960,241.11 


1,750,173.40 

APPROPRIATIONS TO RESERVES: 

For Future Decline in Inventory Values. 

For Post-War Contingencies. 

300,000.00 

500,000.00 

800,000.00 

500,000.00 

500.000.00 

SURPLUS MET PROFIT. 


1,160,241.11 


1,250,173.40 

EARNED SURPLUS AT BEGINNING OF YEAR.... 


4,011,393.31 


3,327,099.51 

DIVIDENDS PAID AND ACCRUED: 

Preferred. 

Common. 

32,934.00 

533.445.60 

5,171,634.42 

566,379.oO 

32,934.00 

532,945.60 

4,577,272.91 

565,879.60 

EARNED SURPLUS AT END OF YEAR. 


$ 4,605,254.82 


$ 4,011,393.31 
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THE EA6LE-PICNER LEAD 






ASSETS 


CIIIENT ASSETS: 

NOVEMBER 

30. 1043 

NOVEMBER 

30. 1842 



$ 3,465,312.36 

4,778,003.42 


$ 2,862,585.44 

3,729,211.36 

Accoonts aod Notes Receivable .. .. 

hus: Reserves for Doubtful Accounts and Notes . 

Inventories of Raw Materials, Work in Process, Finished 
Products and Supplies: 

Ores, Metals and Metal-bearing Products—valued 
at cost or market price of metal content, which¬ 
ever was lower, plus manufacturing costs on 

Materials in Process and Finished Products. 

Other Products and Merchandise for Resale—at cost 

$ 5,149,093.27 
371,089.85 

5,387,822.44 

426,432.98 

$ 4,031.246.46 
302,035.10 

5,942,901.68 

547,370.88 

Manufacturing Supplies and Stores—at cost. 

5,814,255.42 

681,800.91 

6,496,056.33 

6,490,272.56 

672,444.99 

7,162,717.55 



14,739,372.11 


13,754,514.35 

RESERVE FUND INVESTMENTS: 





U. S. Government Obligations- at cost (Market value 
at November 30, 1943-$1,375,119.75) . •• 


1,367,418.44 


156.668.44 

OTHER ASSETS: 





Repair Parts, Maintenance Supplies, etc .. 

Miscellaneous Accounts, Advances, etc. 

Post-War Excess Profits Tax Credits—estimated 

Sundr)' Securities-at or below cost . 

687,435.12 

113,883.05 

59,000.00 

15,668.70 

875,986.87 

873,539.09 

44.960.37 

19,000.00 

15,518.70 

953.018.16 

INVESTMENT IN AND ADVANCES TO SUBSIDIARY NOT 
CONSOLIDATED . 


1,328,174.61 


268,374.16 

FIXED ASSETS: 





Mining Lands and Leases; Mills, Smelters and Fab¬ 
ricating Plants and Equipment; Railroad Trackage and 
Equipment; and Miscellaneous Properties and Equip¬ 
ment (including $64,777.33 excess cost of acquisition 

over book value of net assets acquired). 

htss: Reserves for Depletion, Depreciation, etc. 

34,375,909.86 

26,776,059.35 

7,599,850.51 

33.620,643.08 

23,767,680.90 

9.852,96118 

TREASURY STOCK-it cist: 





Preferred—65 shares. 

Common—10,924 shares. 

2,330.75 

61,797.56 

64,128.31 

2,330.75 

61,797.56 

64,128.31 

PREPAID AND DEFERRED CHARGES; 





Prepaid Freight, Insurance, etc. . 

Miscellaneous Deferred Charges . 

143,291.33 

191,297.27 

334,588.60 

227,649.20 

230,690.17 

458.339.37 

PATENTS, GOODWILL, lit. 


1.00 


1.00 


$26,309,520.45 

$25,508,005.97 
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COMPANY AND SUBSIDIARIES 

(d 30, amd i9M2 


LIABILITIES 



CURRENT IIARILITIES: 

NOVEMIER 

30, 1143 

Accounts Payable. 

Dividend on Common Stock. 

Quarterly Dividend on Preferred Stock. 

Accrued Uabilities: 

Wages and Salaries. 

Taxes—other than taxes on income. 

Miscellaneous. 

$ 1,665,544.04 
266,722.80 
8,233.50 

. $ 379,510.50 
. 222,789.10 

95,044.78 697,344.38 

Provision for Federal and State Taxes on Income. 

Lut: U. S. Treasury Tax Savings Notes at 
redemption value on Novemter 30. 

. 2,485,185.97 

. 1,679,104.40 

806,081.57 

Debenture Sinking Fund Payments: 

Due May 29,1944. 

Due November 28, 1944. 

667,000.00 

297,000.00 

964,000.00 

Bank Indebtedness and Purchase Money Obligation. 





4.407,926.29 

DEFERRED INDERTEDNESS; 



Fifteen-Year 3H% Sinking Fund Debentures 

Due November 30,1957. 

Lisi: Sinking Fund Payments due within one year 
(included to Current Liabilities)... 

. 4,667,000.00 

964,000.00 

3.703,000.00 

Bank Indebtedness and Purchase Money Obligation. 



RESERVES: 



For Self Insurance; 

Workmen’s Compensation Liability. 

Fire and Tornado Coverage.... 

25l.56a59 

85,379.43 

336,940.02 


For Future Decline in Inventory Values. 

For Post-War Contingencies. 

. 1,300,000.00 
500,000.00 

2,136,940.02 

CAPITAL STOCK: 



Preferred 6% Cumulative: 

Par Value $100; redeemable at $105: 

Authorized and Outstanding. 5,554 shares... 

555,400.00 


Common—Par Value $10: 

Authorized. 1,000,000 shares.. 

Issued and Outstanding. 900,000 shares.. 

!.* 9,000,000.00 

9,555,400.00 


SURPLUS: 


apital Surplus. 1,900,999.32 

Earned Surplus since January 1, 1935—per accompanying 

statement. 4,605,254.82 6,506,254.14 

$26,309,520.45 


NOVfMICR 3«, 1142 

$ 1,303.600.25 
266,722.80 
6,233.30 

$ 338,338.59 
247,096.13 

109,680.59 695,115.31 

2,069,469.40 

139,148.80 1,930,320.60 


1,313,750.00 

5,517,742.46 


3,203,437.50 


240,595.49 

78,437.89 

319,033.38 

1,000,000.00 

_ 1,319,033.38 


555,400.00 


9,000,000.00 9,555,400.00 


1,900,999.32 

4,011,393.31 5,912,392.63 
$25,508,005.97 
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EXAMINATION QUESTIONS- 

Question 1. 


The balance sheets of Holdings Limited at 30th June, 1947, and of Minor 


Pty Ltd. at 31st May, 1947, were as under:— 

Current Liabilities 


Holdings 

Ltd. 

£ 

35,000 

Minor 

Ltd. 

£ 

15,000 

Holdings Ltd. . . 

Paid-up Capital (ordinary shares) 


00,000 

5,000 

25,000 

Profit and Loss Account 


18,000 

20,000 

Current Assets . . 


113,000 

50,000 

65,000 

26,000 

Advance to Minor Pty Ltd. . . 

Shares in Minor Pty Ltd. (at coat) 

Fixed Assets 


6,000 

30,000 

27,000 

30,000 

Goodwill 


113,000 

9,000 

65,t(;0 


The shares in Minor Pty Ltd. held by Holdings Ltd. vvl ich roy)reHent< d 
80 j)er cent, of tlio paid-up capital, wore acquired by Holdings Lid. on 1st Ji ne, 
1940. On that date the protit and loss accoimt of Minor Pty JJo. showed a 
credit balance of £15,000. No dividends have since bo('n declared by Minor 
l*ty Ltd. Current assets of Minor Pty Ltd. include stock in trade sold l)j'^ 
Holdings U-d. at a jirofit of £1,000. Present a consolidated balance-sheet 
as at 30th June, 1947. 

[The Unirfr,sit}/ of Mclbourfu'). 


Question 2. 

** A.B. Coy. Ltd.” formed the “ C.D. Sales Ltd.” to acquire the assets of a 
trading company, and contributed 75^,, of the share (japital, the balance of 
the shares being taken up by tlie vendors. 

The Balance Sheets of A.B. Coy. Ltd. (as at the 30th September, 1944) and 
of C.D. Sales Ltd. (as at the 30th Jxme, 1944) wore as follows:— 


Lia hili ti Cfi. A .v.v r /.s. 



A.B. 

C.D. 

A.B. 

CM). 


Coy. 

Sales 

Cuy. 

Sales 


Ltd. 

Ltd. 

Ltd. 

Ltd. 


£ 

£ 

£ 

£ 

Subscribed Capital 



Goodwill 

5,000 

in £1 shares fully 



Fixed Ass(*ts . . 30,000 

27,200 

paid 

48,000 

32,000 

Shares in (_'.D. 


General Reserve . . 

10,400 

— 

Sales Ltd. . . 24,000 


P. <fe L. Appn. A/c. 

5,200 

3,600 

Advances to C.D. 


Advances i)y A.B. 



Sales Ltd. . . 2,400 


Co. Ltd. 


2,000 

Trade Debtors . . 5,250 

8,600 

Creditors . . 

2,000 

1,600 

Bank and Cash 


Provision for Tax¬ 



Balances . . 4,620 


ation 

750 

1,080 

Preliminary Fx pa. 

560 

Bank Overdraft 


1,200 

Unexpired \’ahif*a 80 

120 


£66,350 

£41,480 

£66,350 

£41,480 


Draw up Consolidated Statement showing the financial position of the 
companies as at the 30th September, 1944, and also submit your Adjustment 
Work Sheet. 


{Federal Institute oj Accountants.) 
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Question 3. 

The following are the Balance Sheets of a Holding Company and its Sub¬ 
sidiary Company as at the 30th Jime, 1943:— 

Liabilities. AsseAs. 



H. Co 

S. Co. 

11. Co. 

S. Co. 


Ltd. 

Ltd. 

Ltd 

Ltd. 

Creditors .. 

, . £.3,t)00 

£4,800 

Cash in Hand 

£105 

Paid-up Capital 

. . 48,000 

18,000 

Cash at Bank . . £1,300 

2,000 

General Reserve 

4,200 

3,600 

Bills Receivable 

1,870 

Profit and Loss 

Sundry Debtors 4,000 

3.800 

Appropriation 



Advances to Sub¬ 


A/c. 

. . 2,400 

4,800 

sidiary Co. Ltd. 2,000 
Stock in Trade . . 16,000 
Investment in Suh- 

10,000 





.sidiary To. Ltd. 

15,000 Shares 

of £1 each 15.000 





Land anti Build¬ 





ings .. ..19.000 

13,425 


£.'>8,20(> 

01,200 

£58,200 

£31,200 


Prepare Consolidat-ed Statement and submit j^onr Adjustment Work Sheot 
in support of same. 


{Federal Instilvte of Accountants.) 


Quest ion 4. 

X Company purchased 60% of the issue<i shares of Company Y and 7ly% 
of tlie issued shares of Company Z. (k)mpany Z purchased the remaining 
40% of the shares of (\:)m]mny Y. 

UiJon completion of the transaction the Balance Sla^ets of the three 


companies were: — 

X 

A" 

Z 


£ 

£ 

£ 

Liabiliti(*s and Capita 1-- 




Curront Liabilities 

35,000 

8,000 

7,000 

Company X - Advance Account 


20,000 

Paid-up Ca])ital (in £1 .shares fully paid) 

.. 160,000 

80,000 

100,000 

Profit and Loss Apf)ro])riation Account 

8,000 

7,000 

10,000 

Re.servt^a . , 

26,000 

11,000 

18,000 


£229,000 

126,000 

135,000 

Assets " 




Current .Assets 

30,000 

50,000 

30,000 

Fixed Asstls . . 

24,000 

70,000 

60,000 

Company A’' - Advance Account 

20,000 


Shares in Company Y (at cost) 

60,000 


40,000 

Shares in (Nnnpany Z (at co.st) 

Goodwill 

95,000 

6,000 

5,000 


£229,000 

126,000 

135,000 

Prepare a con.'--olidated Balance Sheet 
statement showing detailed workings. 

of the throe 

companies. 

also a 


(Public Accountants Registration Boardy 

New South Walm.) 


V 
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Question 5. 

X Trading Co. Ltd. owned 80% of tho sharos in A.B. Manufacturing 
Proprietary Limited, the latter Company being purely a manufacturing 
Company, the merchandising of its products being conducted by the parent 
Company, X Trading Co. Ltd. The remaining 20% of the shares in the 
Subsidiary Company wore owned by employees of that Company. 

The separate Balance Sheets of the two Companies at June 30, 1939, were 
as under:— 


X TRADING CO. LTD. 


Liabilities. 


Assets. 


Nominal Capital, 100,000 


Customers 

£30,000 

shares of £1 each 

£100,000 

Trade Debtors 

2,000 

= 


Stock 

10,000 

Subscribed Capital, 90,000 

• 

Shares in and Advances to 


shares of £1 fully paid . . 

90,000 

other companies exclud¬ 


Sundry Creditors . . £200 


ing accrued Interest 

80,000 

Trade Creditors . . 14,800 


Rent paid in Advance 

100 


15,000 

Goodwill 

12,000 

Reserve 

7,000 

Trade Marks 

900 

Provision for Taxation 

3,000 



Bank Overdraft 

5,000 



Profit and Loss Appropria¬ 




tion 

15,000 




£135,000 


£135,000 


A.B. MANUFACTURING PTY LTD. 


Liohilities. 

A sseis. 


Subscribed Capital . . 50,000 

Stock 

£5,000 

Trade Creditors . . , . 5,000 

Debtors 

. . 14,800 

Advances by Share- 

Cash at Bankers 

1,200 

h olders—X UVad - 

Land and Buildings 

. . 30,000 

ing Co. Ltd. £40,000 

Other Shareholders 8,000 

48,000 

Interest Accru€Hl on Ad¬ 
vances .. . . .. 2,400 

Profit and Loss Appropria¬ 
tion .. .. .. 5,600 

Plant and Machinery 

. . 60,000 


£111,000 £111,000 


The Directors ofX Trading Co. Ltd. decided to issue a Consolidated Balance 
Sheet and you are requested to prepare this Statement based on the foregoing 
figures. Working papers must be shown. 


{Commonwealth Institute of Accountants.) 
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Question 6. 

Major Limited acquired 80% of the issued shares in Minor J^imitod for 
£18,000. 

At the date of acquisition. Minor Limited’s Balance Sheet was as under:— 



£ 


£ 

Liabilities 

9,000 

Current Assets 

10,250 

Provision for Taxation 

.3,000 

Fixed Assets . . 

.. 16,260 

Paid-up Capital 

10,000 

Goodwill 

4,000 

Reserves 

3,000 



Profit and Loss Appropria 
tion A/c. 

r),.500 

£30,500 


£30,600 


Immediately afterwards, Minor Limited declared and paid a dividend of 

20 %. 


A year later the Balance Sheets of the two companies were as under:— 



Maj or 

Minor 



LiTfiited. 

Limited. 



£ 

£ 

Liabilities 


33,200 

4,500 

Provision for Taxation 


8,000 

3,500 

Inter-<!ornpany Indebtedness .. 



2,250 

Paid-up Capital. . 


100,000 

10,000 

Reserves 


13,500 

4,000 

Profit and Loss Appropriations A/c.. . 


19,300 

6,000 



£174,000 

£30,250 






Major 

Limited. 

Minor 

Limited. 





£ 

£ 

Stocks on Hand 




34,000 

4,500 

Other Current Assets . . 




42,400 

5,250 

Inter-company Indebtedness .. 




2,500 

— 

Shares in Minor Limited 




16,400 

— 

Fixed Assets 




68,700 

16,500 

Goodwill 




10,000 

4,000 





£174,000 

£30,250 


The stocks held by Minor Limited were all purchased from Major Limited. 
Their cost to Major Limited was £3,000. 

Prepare a Consolidated Statement of Assets and Liabilities, eliminating 
the effect of inter-company dealings. 

(Commonwealth Institute of Accountants.) 
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Question 7. 

Prepare a detailed Consolidated Balance Sheet of Tops Limited and its 
subsidiary, Unders Limited, as at Slst December, 1945. 


TOPS LIMITED 
As at Slst December, 1946. 


Authorised, Issued 

and 


Goodwill . . 

£7,500 

Paid-up Shares of £1 each 

£50,000 

Land and Buildings 

15,000 

Sundry Creditors 


27,500 

Plant 

9,000 

General Reserve 


10,000 

Stock 

5,000 

Profit and Loss Account— 


Sundry Debtors— 


Balance brought 



Unders Limited 

12,500 

forward 

£1,500 


Trade 

10,500 

Add Profit for 



Bills Re(‘eivablo—accepted 


Year 

8,500 


by Unders Limited 

3,000 

Add Interim Jdivi¬ 



Investments and Loans . . 

4,000 

dend from I'li- 



Shares—Unders Limited, 


ders Limited 

8,000 


20,000 Ordinary Shares 




18,000 

of £1 each at c-ost 

27,500 

N.B.-- 



Bank 

11,500 


Continfjent Liabilities. 

Guarantee of principal 
and interest on £5,000 
0% Debentures of 
Unders Limited. 

Bills discounted, £2,000 


£105,500 £105,500 


UNDLUS LIMITED 


As at Slst December. 1945. 


Authorised, Issued 

and 

Goodwill 

£3 000 

Paid-uj) Shares of £1 

each £.30,000 

Land and Buildings 

17,500 

6% Debentures 

5,000 

Plant 

22,500 

Sundry Creditors 

. . 29,000 

Stock 

10,000 

Bills Payable to 

Tops 

Trade Debtors 

9,000 

Limited 

5,000 

Bank 

5,000 

General Reserve 

1,500 




Profit and Loss Accouot—- 


Profit for year £1 7,5(M) 

Le.s*.s‘Interim Divi¬ 
dend Paid 12,000 

-5,500 

£07,000 £07,000 


The General Reserve of ITnders Limited was £1,000 when Tops Limited 
purchased its 20,000 Shares, and £500 has been added from subsequent profits. 

{Federal Institute of Accountants.) 
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Question 8. 

In 1946 Holder Ltd. acquired 30,000 fully paid £1 shares in Lower Ltd., 
paying therefor the sum of £44,000. 

At the time of the purchase the Balance Sheet of L ower Ltd., was as under:—^ 


Liabilities — 


Creditors .. 

4,800 

Current Assets .. 

30,000 

Bank Overdraft 

. 11,200 

Fixed Assets 

46:000 

Provision for 
Taxation. . 

4,000 

Goodwill 

r>,ooo 


20,000 


Shareholders Funds — 

Paid-up Capital . . 40,000 

Goneral Reserve . . 8,000 

Profit and Loss 

Appropriation . . 13,000 


61,000 



£81,000 

£81,000 

At 30th June, 1947, the Balance Sheets of the two 

Companies wore as 

under:— 




Lower Limited 

Holder Limited. 

Liabilities — 



Creditors .. 

4,000 

13,000 

Bank Overdraft 

7,000 

4,000 

Holder Ltd. 

5,000 


Provision for Tax- 



ation 

5,500 

5,000 


21,500 

22,000 

Shareholders Funds — 



Paid-up Capital 

40,000 

154,000 

General Reserve . . 

8,000 

18,000 

Profit and Loss 



Appropriation . . 

16,500 

14,000 


64,500 

186,000 


86,000 

208,000 

Current Assets 

36,000 

60,000 

Lower Ltd. 


5,000 

Shares in Lower Ltd. 


44.000 

Fixed Assets 

45,000 

91,000 

Goodwill .. 

5,000 

8,000 


£86,000 

£208,000 


Prepare a Consolidated Balance Sheet of the two Companies as at 30th 
June, 1947. 


{Public Accountants Registration Board 

New South Wales,)* 
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Question 9. 

The following are the Balance Sheets of a parent company and its two 
subsidiaries:— 

PARENT COMPANY LIMITED. 


Balance Sheet as at 30th June, 1945. 


Authorised Capital—Fully 

Subscribed— 700,000 


Fixed Assets- - 
Freehold Premises 

£204,000 

Shares of £1 each 

£700,000 

Plant Machinery 

180,000 

Share Premium Reserve . . 

52,000 

Shares in other 


General Reserve . . 

30,000 

Companies— 


Profit and Loss Appropri¬ 
ation Account .. 

38,000 

170,000 Sub¬ 
sidiary No. 1 




-- at cost £170,000 

214,000 Sub¬ 
sidiary No. 2 
— at valu¬ 
ation .. 218,.500 

388,500 

Shareholders Furids 

Current Liabilities— 

Bank Overdraft 

820,000 

81,000 

Current Assets— 

Sundry Debtors 

(56,000 

Sundry Creditors 

41,000 

Stocks on Hand—at cost 

; 132,500 

Provision for Taxation 

29,000 




£971,000 


£971,000 


SUBSIDIARY NO. 1 PTY LTD. 

Balance Shoot as at 30th June, 1945. 

Authorised Capital—Eully Fixed Assets— 

Subscribed— 170,000 Plant and Machinery £148,500 

Shares of £1 each . . £170,000 Current Assets “ 

Profit and Loss Appropria- Sundry Debtors 19,500 

tion Account . . 9,400 Slocks on Hand—At Cost 38,000 

Shareholders Funds . . 179,400 

Current Liabilities — 

Siimiry Creditors . . 12,100 

Bank Overdraft . . 10,200 

Provision for Taxation 4,300 

£200,000 £200,000 


SUBSIDIARY NO. 2 PTY LTD. 

Balance Shoot as at 30th .Tune, 1945. 

Authorised Capital—Fully Fixed Assets— 

Subscribed— 215,000 Freehold Land and 

Shares of £1 each . . £21.5,000 Buiklings . . .. £104,500 

Profit and Loss Appropria- Plant and Machinery. . 130,000 

tion Account , . . . 8,(500 Current Assets— 

- Sundry Debtors . . 29,800 

Shareholders Funds— . . £223,(500 Stocks on hand—at cost 80,800 

Current Liabilities— 

Sundry Creditors . . 52,500 

Bank Overdraft . . 62,400 

Provision for Taxation 6,600 


£345,100 


£345,100 
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An amount of £6,000 is owing by Subsidiary No. 1 to Subsidiary No. 2. 

An ,, „ £4,000 „ „ „ „ to Parent Company. 

An „ „ £3,700 „ „ Parent Company to Subsidiary No. 2 

and the above debts have been reconciled in the appropriate accounts of the 
respective Companies. 

1,000 Shares in Subsidiary No. 2 have not been acquired by the Parent 
Company. 

Parent Company Stocks on Hand include £11,000 for processed raw material 
supplied by Subsidiary No. 2 on the basis of cost plus 10%. 

Subsidiary No. 2 Stocks on Hand include £4,400 for raw material supplied 
by Subsidiary No. 1 on the basis of cost plus 10%. 

Prepare a (consolidated Statement of Assets and Liabilities of the Parent 
Company and its sub.sidiarie8 to be presented with the annual accounts to 
shareholders. 

{(Unnmonwealth Institute of Accountants.) 


Question 10. 

The following is the Balance Sheet of Amalgamated Industries Ltd. as at 
30th June, 1948:— 

Shareholders' Funds 


Authorised (Capital—100,000 shares of £1 each, £100,000. £ 


Issued (Capital -75,0OO shares of £1 fully paid 



75,000 

General Reserve 



25,000 

Dividend Equalisation Reserve 



17,500 

Profit and Loss 



3,000 



£120,500 

Rej)resontod by— 




Current Assets— 


£ 


Stock 


14,000 


Debtors 


7,800 


Advance to Foundries Pty Lid. 


2,400 


Cash at Rank 


3,120 




27,320 


Less Current Liabilities— 

£ 



Advance, Smelters Ltd. .. 

1,800 



Sundry Creditors 

7,240 



Provision for Taxation 

8,780 





17,820 


W orking Capital 



9,500 

Fixed Assets— 




Ma{?hinery and Plant 


34,200 


Vehicles 


4,400 


Fui’iiiture 


900 



— 

-- 

39,500 

Investments 



()2,000 

Intangible Assets— 




Patents 


2,000 


Goodwill . . 


7,500 



— 


9,500 


£120,500 


The investments of Amalgamated Industries include 16,000 £1 shares 
(fully paid) in Smelters Ltd. purchased at a premium of 10s. per share, 22,600 
£1 shares (fully paid) in Foundries Pty, Ltd. costing £1 6s. 8d. each, ancl £5,000 
debentures in Smelters Ltd., purchased in the market at a premium of 10 per 
cent. The debentures were issued by Smelters Ltd. at par. 
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Question 10. {contdJ) 

Books of the subsidiaries show the following:— 

Balance Sheets as at Slst March, 1947, and Slst March, 1948. 



Foundries Ltd. 

1 

Smelters Ltd. 


31/3/47. 

31/3/48. 

31/3/47. 

31/3/48. 

Liabilities — 

£ 

£ 

£ 

£ 

Capital (fully paid shares) . . 

30,000 

30,000 

20,000 

20,000 

General Reserve 

4,000 

4,800 

3,.500 

4,500 

Dividend Equalisation Reserve 

2,000 

2,600 

1,250 

1,250 

Profit and Loss 

3,200 

6,000 

2,000 

3,000 

Debentures . . 

— 


— 

6,000 

Advance-Amalgamated Industries I..td. 

— 

2,500 

— 

— 

Creditors 

1,000 

2,140 

750 

500 

Provision for taxation 

800 

1,200 

700 

800 


41,000 

49,240 

28,200 

36,050 

Assets — 


1 

1 


Machinery and plant 

1 15,000 

16,400 

8,000 

13,000 

Vehicles 

i 3,600 

4,000 

2,000 

3,000 

Furniture 

1,200 

1,500 j 

i 1,300 , 

1,760 

Stock 

11,000 

12,000 ; 

3,800 

5,000 

Debtors 

6,000 

8,600 j 

3,400 

6,.500 

Bank .. 

300 

1 3,240 : 

2,200 

1,200 

Patents 

i 2,400 

2 000 ! 

4,500 

4,000 

Goodwill 

, 1,600 

1,600 

3,000 

2,600 


41,000 ! 49,240 ' 28,200 j 36,050 


The Balance Sheet of Amalgamated Industries as at 30th June, 1948, shows 
stock at a figure which includes £8,000 worth of raw materials purchased from 
Foundries Ltd. at cost plus 25 j:>er cent. 

The shares in Foundries Ltd. were purchased on 31st March, 1947, and those 
in Smelters Ltd., one year later. 

You are required to draw up a Consolidated Statement of Assets and 
Liabilities as at 30th June, 1948, and show a Work Sheet. 

(Sydney Technical College,) 


Question 11. 


At June 30, 1942, the balance sheets of the Senior Company Ltd. and the 
Junior Company Ltd. wore as under:— 


Senior. Junior. 



£ 

£ 

Current Liabilities 

3,987 

1,173 

Provision for Taxation .. 

3,000 

2,000 

Paid-up Capital 

20,000 

10,000 

Reserves 

6,000 

3,000 

Profit and Loss Appropriation A/c. 

3,236 

1,165 


35,223 

17,338 
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Senior. 

Junior. 


£ 

£ 

Current Assets 

.15,173 

12,961 

Fixed Assets 

.16,050 

4,377 

Goodwill. 

. 4,000 



35,223 

17,338 


At that date Senior Company Ltd. acquired from shareholders in Junior 
Company Ltd. 6,000 shares of £1 each in Junior Company Ltd. for £12,500. 
The purchase price was satisfied by the issue of 10,000 shares of £1 each in 
Senior Company Ltd. of an agreed value of 25/- each. 

For the year ended Juno 30, 1943, the Profit and Loss Accounts of the two 
companies were as under:— 



Senior 

Junior. 


Senior. 

Junior. 

1942. 

£ 

£ 

1942. 

£ 

£ 

Aug. 31— 



July 1— 



Final Dividend 



Balance brought 



1941/42 paid . . 

1,000 

500 

forward 

3,236 

1,165 

1943. 



1943. 



Feb. 28— 



June 30— 



Interim Dividend 



Profit on Trad¬ 



paid 

500 

200 

ing for year .. 

2,620 

1,300 

June 30— 



Dividends Re¬ 



Directors’ Fees . . 
Provision for 

500 

200 

ceived ., 

420 


Taxation. . 

Balance carried 

1,500 

750 




forward 

2,676 

815 





6,176 

2,465 


6,176 

2,465 


In arriving at the trading profit of Junior Ltd. for the year certain stocks 
on hand at June 30, 1943, which had been purchased from Senior Ltd. were 
valued at invoice price, which exceeded the cost to Senior Ltd. by £600. 

Prepare— 

(a) Consolidated balance sheet as at June 30, 1942, after giving effect 
to the purchase of the shares. 

(b) Consolidtited profit and loss account for year ended June 30, 1943^ 
eliminating the effect of inter-company transactions and making any 
other necessary corrections to the figures as presented above. 

(Commonwealth Institute of A ccountants .) 


Question 12. 

M. Ltd. was incorporated on Ist July, 1945, with a paid-up capital of 
£750,000 in £1 fully paid shares. On 1st July, 1947, it purchased a 90% 
interest in M.T. Ltd. and on 31st December, 1947, an 80% interest in E. 
Pty Ltd. 
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The following are the trial balances at 30th June, 1948;— 


Debits. 

M. 

M. T. 

E. Pty 


Ltd. 

Ltd. 

Ltd. 

Cash 

10,000 

4,000 

6,000 

Sundry Debtors 

76,500 

64,000 

34,000 

Bills Receivable 

13,500 

7,500 

.— 

Stocks at 1st July, 1947— 




Raw Materials 

23,000 

12,000 

17,000 

Goods in Process . . 

1 <1,000 

3,000 

1,000 

Finished Goods 

83,000 

27,000 

12,000 

Commonwealth Bonds 

25,000 



Investments in Meters Ltd. 

270,000 

— 

- 

Investment in Engineers Pty Ltd. 

112,000 

— 

— 

Goodwill 

75,000 

12,500 

— 

Freehold Land and Buildings 

47,000 

35,000 

8,000 

Plant and Machinery at Depreciated ( 'ost 

271,000 

140,000 

125,000 

Manufacturing Expenses 

286,000 

129,000 

74,000 

Distribution Costs . . 

31,000 

8,000 

3,000 

Administrative Expenses 

53,000 

14,000 

8,000 

Sundry Trading Expenses 

36,000 

12,000 

9,000 

Purchases Raw Material 

343,000 

182,000 

120,000 


£1,774,000 

£650,000 

£417,000 

CreAits — 

M. 

M. T. 

E. Pty 


Ltd. 

Ltd. 

Ltd. 

Capital 

750,000 

200,000 

100,000 

Profit and Loss Appropriation A/c. 

115,000 

35,000 

25,000 

Creditors and Bills Payable 

83,000 

25,000 

17,000 

Sales 

825,000 

390,000 

275,000 

Income from Bonds and Investments 

1,000 


— 


£1,774,000 

£650,000 

£417,000 

Stock at end — 

M. 

M. T. 

E. Pty 


Ltd. 

Ltd. 

Ltd. 

Raw Material 

18,000 

7,000 

16,000 

Goods in Process . . 

17,000 

4,000 

2,000 

Finished Goods 

80,000 

25,000 

14,000 


£l 15,000 

£36,000 

£32,000 

Inter-Company profits in stock inventories 30/6/1948 


£ 

In M. Ltd., purchased from M. T. 

Ltd. 

. . • 

. 5,000 

In M. T. Ltd., purchased from M. Ltd. 


2,000 

In E. Pty Ltd,, purchased from M. Ltd. 

.. 

1,500 

Prepare— 




Statement of elimination upon consolidation and such adjustments as you 


consider necessary. 

Statements at 30th June, 1948, of - 

(a) Consolidated Goodwill; 

(b) Minority Interest; 

(c) Consolidated statement of Profits. 

{Public Accountant ft Tietjititration Board 

Nev' South Wales.) 
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Question 13. 

On 30th June, 1947, the XY Holding Company Ltd. purchased 16,000 £1 
fully-paid shares in the AB Company Ltd. for £24,000, tlie purchase consider¬ 
ation being satisfied by the issue of 12,000 shares in the XY Holding Company 
Ltd. at an agreed value of £2 j>er share. 


At the date of acquisition the balance sheet of the two companies i 
the following position ;— 

XY 

Holding 
Co. Ltd. 

£ 

disclosed 

AB 

Co. 

Ltd. 

£ 

Current A8.sets 


. . 27,000 

14,000 

Fixed Assets 


. . 33,000 

18,200 

Goodwill . . 


7,000 

1,000 

Preliminary Expenses 


fiOO 

67,r>()0 

33,200 

Current Liabilities 


6,500 

3,200 

General Reserves . . 


. . 10,000 

4,000 

Provision for Taxation 


.5,000 

3,000 

Profit and Loss Appropriation , . 


6,000 

3,000 

Capital in £1 Shares - Issued and Paid-up 


40,000 

£67,000 

20,000 

£33,200 


The Authorised Capital of XY Holding Co. Ltd. is £60,000 of which 20,000 
shares were unallotted. 

On 30th June, 1948, the IVofit and Loss Appropriation Accounts for the 
two companies disclosed the following:- - 

XY AB 


1947. 


Holding 
Co. Ltd. 

£ 

Co. 

Ltd. 

£ 

Aug. 31 

To Final Dividend 19/()/47 paid 

2,000 

1,000 

1948. 

Feb. 28 

To Interim Divi<lend paid 

1,000 

400 

June 30 

„ Provision for 'faxation 

2,000 

1,600 


,, Balance carried forward 

6,100 

2,400 

1947. 


£11,100 

£5,400 

July 1 

By Balance forward 

6,000 

3,000 

1948. 

June 30. 

By Net Profit for year 

5,100 

2,400 



£11,100 

£5,400 


In respect of the figure for closing stock disclosed by the Trading Account 
of the XY Holding (\j. Ltd. there were included stocks purchased from AB 
Co. Jjtd. £1,000 which represented Sales at cost plus 25 per cent, to the AB 
Company Ltd. 

You are required to prepare— 

(а) Consolidated .statement of assets and liabilities of the combine as at 
30th June, 1947. 

(б) Consolidated Profit and Loss Appropriation Account at 30th June, 
assuming that both the final and interim dividends of the AB Co. 
Ltd. have been paid out of pre-acquisition profits. 

Note .—Adjustment work sheets are required in respect of (a) and (5). 


{Sydney Technical College). 
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Question 14. 

On Ist July, 1945, the AL Company Ltd. acquired 8,000 shares of £1 in- 
the MZ Company Ltd., for the price of £12,000, satisfied by the issue of 
10,000 shares of £1 in AL Company at the agreed value of 24s. each. 

Tlie Balance Sheets of the companies as at 30th Juno, 194(5, showed;— 







AL Coy. MZ Coy. 






£ 

£ 

Current Assets 





.. 12,466 

9,908 

Advances to Subsidiary 





900 

— 

Fixed Assets 





.. 11,940 

3,800 

Shares in Subsidiar 5 '^ 





11,600 

— 

Goodwill 





3,000 

2,000 






39,906 

15,708 

Current Liabilities 





4,556 

1,068 

Provision for Taxation 





1,500 

760 

Loan Creditors 





— 

1,100 

Paid-up Capital. . 





. . 25,000 

10,000 

Premium on Shares 





2,000 

— 

Reserves 





4,000 

2,000 

Profit and Loss A/c. 





2,850 

790 






£39,906 

£15,708 

The Profit and Loss accounts for the 

year 

ended 

30th June, 1946, were 

as under— 








AL. 

MZ. 



AL. 

MZ. 

1945. 

£ 

£ 



£ 

£ 

Aug. 15 Final Dividend 



July 1 

Balance b/fwd. 

3,220 

1,040 

1944-45 

1,000 

500 

1946. 




1946. 



June 30 Trading Profit 



Feb. 15 Interim Divi¬ 




for year 

2,430 

1,250 

dend, 1945-46 

500 

250 


Dividend from 



June 30 Provision for 




subsidiary . . 

200 

— 

Taxation 

1,600 

760 





Balance c/fwd. 

2,850 

790 





£5,850 

£2,290 



£5,850 

2,290 


The MZ Company had sold goods to AL Company and the closing stocks 
of the latter included certain of those goods, original cost of which was 
£510 and price to AL Company was £580. 

From the foregoing details, prepare— 

(a) Consolidated Profit and Loss Account for year ended 30th June, 1946; 

(b) Consolidated Statement of Assets and Liabilities as at 30th June, 1946. 


{Sydney Technical College^) 
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Question 15. 


The liabilities and assets of a holding company and its two subsidiaries 
are as follows:— 




Holding 
‘ ' C\). “ 

Sub. 
No! 1. 

Sub. 
No. 2. 

Liabilities — 


£ 

£ 

£ 

Sundry Creditors 


5,000 

4,000 

3,000 

Bills Payable 


2,000 

3,000 

4,000 

5 per cent. Debentures 


8,000 

6,000 

7,000 

Capital in £1 shares fully paid . . 


10,000 

8,000 

4,000 

General Reserves . . 


3,000 

2,000 

1,000 

Profit and Loss 


1,000 

£29,000 

3,000 

£26,000 

2,000 

£21,000 

Assets — 

Cash at Bank 


3,000 

1,500 

500 

Sundry Debtors . . 


4,000 

5,000 

3,000 

Stock 


1,000 

1,250 

1,500 

Bills Receivable) 


4,000 

3,000 

2,000 

Plant 


3,500 

9,000 

4,.500 

Buildings . . 


1,500 

4,000 

5,500 

Investments . 


. . 10,000 

2,000 

1,000 

Goodwill . . 


2,000 

£29,000 

2.50 

£26,000 

3,000 

£21,000 


Investments of the Holding ('oin])any included 6,400 shares in Subsidiary 
No. 1 shown at cost, 18,000, whilst those of Subsidiary No. I included 3,000 
shares in Subsidiary No. 2 shown at cost, £1,500. In each case the shares 
were acquired exactly one year ]>rior to the date of the above balance sheets. 


At the dat(‘ of ac(juisition the General Jleserve and Profit and Loss balances 
were:— 


General Reserve 
Profit and Los,', ((V('dit) 


S»]b. No. 1. 


£ 

1,000 

1,500 


Sub. No. 2. 
£ 

500 

800 


At the date of the balance sheets liste<l <d)o^'e, Sundry Dc'btors of Subsidiary 
No. 1 included an amount of £250 oning In' Subsidiary No. 2. Trade 
CIroditors of Subsidiary No. 1 inchuled am amount of £750 owing to the 
Holding f\jnij)any. Rills Payable of Subsidiary No. 2 included acceptances 
amounting to £1,200 drawn by Subsidiary No. 1 and £600 drawn by the 
Holding Goinpany. The Holding (^oinjmny’s inve.stments included Deben¬ 
tures, £.500 (issued by Subsidiary No. 1) at <-ost. £450, and Debentures, £1,000 
(issued by Subsidiary No. 2) at co.st, £1,100. Stock-in-trade of the Holding 
(ydmpany includes goods jnjrchtised from Subsidiary No. 1 at a 
profit of £100 to the latter. Unsold stocks of Subsidiary No. 1 included 
goods purchased from Subsidiary No. 2 at a profit of £200 to the latter company 


You are required to prepare— 

(a) Adjustment Work Shot't, and 

(b) Consolidated Statement of .Vs.s('ts and Lia))ilities of the Holding 
Company and its Siibsidiarie.s. 

{Sifdnei/ Technical College.) 
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Question 16. 

AB Co. Ltd., which is engaged in selling general inercdiandise, owns all of 
the issued ordinary capital of XT Ltd. The preference capital of AF Ltd., 
which is held by the public, entitles the holders to a cumulative preference 
dividend at the rate of 5 per cent, per annum with no participation in surplus 
profits and no vote in general meetings, unless preference dividends are more 
than three years in arrears. 

XY Ltd. was formed on 1st July, 1946, to act as a distributing Company 
with an issued capital of £150,000 divided into 400,000 ordinary shares of 
5s. each fully paid and 50,000 5 per cent, cumulative preference shares of £1 
each fully paid. Assets actpiired on that date com])rised:— 


Land and Buildings 

Equipment 

Goodwill 


£ 

75,000 

15,000 

10,000 


100,000 


Preference capital was subscribed in cash by the public on 1st July, 1946, 
At 30th June, 1947, Trial Balances of the ('lompanies were as follows:— 




AB Co. 

XY 



Ltd. 

Ltd. 



£ 

£ 

Stocks (1st July, 1946) 


. . 145,000 


Purchases 


. . 250,000 

100,000 

Purchases from AB ('o. Ltd. 


. . 

40,000 

Expenses (Selling and .Administration) 


. . 30,000 

25,000 

Interim Dividend Paid 


6,000 

— 

Debtors 


. . 22,000 

15,000 

Warehouse E(|uipinent 


. . 10,000 

14,000 

Shares in XY Ltd. (cost) 


.. 100,000 

— 

Loan to AB (k>. Ltd. 


— 

30,000 

Goodwill 



10,000 

Land and Buildings . . 


— 

80,000 



563,000 

314,000 

Creditors 


. . 20,000 

7,000 

Bank Overdraft 


3,000 

2,000 

Advance from A"Ltd. 


. . 30,000 

— 

Paid Up Ca})ital Ordinary 


. . 120,000 

100,000 

Paid Up Caf)ital—Preference 


— 

50,000 

Sales 


. . 325,000 

155,000 

Sales to X Y Ltd. 


40,000 


Profit and Loss Appropriation 


. . 25,000 

— 



5()3,000 

314,000 


Stocks on hantl at 30tli June, 1947: (k). Ltd. £150,000; XY Ltd. 

£23,000, including merchandise acquired froiri Ali ('o Ltd., valued at £3,000 
more than cost to the Vendor (kanpany. 

Provide for proposed dividends at the rate of 10 per cent, (making 15 per 
cent, for the year) on capital of AJi C’o. Ltd., and 5 per (^ent. on preference 
capital of A'y Ltd. 

Provide £40,000 for total Income Taxes payable by both Comj)anies in 
respect of profits of the year ended 30th Juno, 1947. 

Prepare Consolidated Revenue Statement and Consolidated Statement of 
assets and liabilities at 30th June, 1947. 


[The, Universtiy of Melbourne.) 
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Question 17 . 

Original Producers Ltd. hus considerable reciprocal transactions with Allied 
Products Ltd. and an agreement has been reached whereby the former shall 
acquire a controlling interest in the latter by issuing to the shareholders of 
Allied Products Ltd. 4 shares in Original Producers Ltd. having a value of 
£1 ISs. 4d. per share for every 5 shares in Allied Products Ltd. which have 
a value of £1 6s. 8d. per share. 


The Balance Sheets of the resj)ective companies 

on which the arrangement 

was based were as follows:— 




Original 

Allied 


Producers Products 


Ltd. 

Ltd. 

Liabilities — 

£ 

£ 

Trade Creditors 

.. 12,000 

20,000 

Capital Paid Hp in Shares of £1 each 

.. 80,000 

30,000 

General Reserves 

15,000 

6,000 

Profit and Loss Account 

. . 20,000 

4,000 


£127,000 

£60,0000 

Assets— 



Current Assets 

. . 63,000 

27,000 

Fixed Assets 

. . 54,000 

33,000 

Goodwill 

. . 10,000 

— 


£127,000 

£60,000 


The liabilities to Trade Ooditors of Allied Pro<lucts Ltd. included an amount 
of £9,000 duo to Original Producers Ltd. and this item was ap])ropriately 
reflected in the accounts of Original Producers Ltd. 

It was agreed that before any shares were issued a dividend of 10 per cent, 
should be jmiii to the existing shareholders of Original Producers Ltd. anti this 
was done. 

All the Sharehol(l(3rs of Allied Products Ltd. consented tt3 the arrangement 
except the holders of 500 shares who retainetl their interest in Allied Products 
Ltd. 

You are asked to give effect to these arrangements and compile a C'onsolid- 
ated Statement of Assets and Liabilities as it would appear immediately 
thereafter. 


{Public Accountants Hegistratiort Board 

New South Wales.) 
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TERMS USED. 


Act of Bankruptcy. 

An act of a debtor upon wliicii a bankruptcy petition may })c 
grounded, if committed within six months before presentation 
of the petition, being one of the twelve acts sjiecified in s. 52 of 
the Bankruptcy Act. 

Bankrupt. 

A person in respect of whose estate a seque.stration order has 
been made. (Bankruptcy Act 1924-1947, s. 4.) 
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Bankruptcy. 

Proceedings (regulated by the BanKruptcy Act 1924-1947) 
having for their main object the distribution among his creditors 
of the property of a person who is unable to pay his debts. The 
term is usually used to refer to the proceedings taken to make a 
person bankrupt and the proceedings consequent upon the making 
of a sequestration order, but it also includes proceedings under the 
private arrangement provisions of the Bankruptcy Act (Parts 
XI and XII.) 

Bankruptcy Notice. 

A notice served upon a debtor by a person who has obtained 
against him in any court a final judgment or final order for any 
amount, requiring the debtor to pay the debt or to secure or com¬ 
pound it to the satisfaction of the creditor or the Bankruptcy Court. 
Non-compliance with the order within seven days or such time as 
is prescribed after service constitutes an act of bankruptcy. 

Committee of Inspection. 

In bankruptcy, a committee appointed by the creditors of a 
bankrupt from among themselves to superintend the administration 
of the bankrupt’s property. 

Insolvent. 

A person who is unable to pay his debts as they become due. 

Official Receivers. 

Officers of the Bankruptcy Court who are appointed for each 
district, their duties being, in general, to supervise the realization 
and administration of the estate and the conduct of the debtor. 
They are the officers who do the outside work, and are under the 
control of the Court, 

Sequestration Order. 

If a debtor commits an act of bankruptcy, a Court having juris¬ 
diction in bankruptcy may, on a petition presented by a creditor 
or by the debtor, make a sequestration order. The debtor thereby 
becomes a bankrupt. His property vests in the Official Receiver 
named in the order and is divisible among his creditors in accordance 
with the provisions of the Bankruptcy Act 1924-1947. 


INTRODUCTION. 

The machinery of bankruptcy proceedings is governed by the 
Commonwealth Bankruptcy Act 1924-1947. 

Where a person’s financial position has deteriorated to such an 
extent that he cannot pay his creditors twenty shillings in the 
pound, ho is said to be “ insolvent.” 

In such case and if the debtor is honest, it will be to the advantage 
of his creditors if he discloses his financial position to them when he 
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realizes that to carry on his business further may cause him to get 
into difficulties with the inevitable result that his estate will diminish 
in value and he may find himself in the Bankruptcy Court. 

It must be observed that an insolvent person is not necessarily 
a bankrupt. A bankrupt may be insolvent or solvent. 

“ Bankruptcy ’’ is the state which eventuates where on a petition 
to the Court by a creditor or by the debtor himself, the debtor’s 
property is sequestrated for the benefit of the creditors generally. 

In such case the Court issues a Sequestration Order which has 
the effect of making the debtor bankrupt. He loses control of his 
property which is vested in the Official Receiver in Bankruptcy. 
This state will be brought about where the debtor advises that he 
cannot or will not pay his creditors. Before a debtor may be made 
bankrupt by his creditors he must have committed an “ act of 
bankruptcy.” 

Act of Bankruptcy. 

Is an act of a debtor upon which a bankruptcy petition may bo 
grounded, if committed within six months before presentation of 
the petition, being conduct within one of the twelve acts specified 
in s. 52 of the Bankruptcy Act, viz. :— 

(1) Conveyance or assignment of property to trustees for the 
benefit of creditors generally. 

(2) Fraudulent conveyance, gift, delivery or transfer of any 
property. 

(3) Conveyan(;e or transfer of property which would be void as 
a preference or a frauduhmt preference in the case of bankruptcy. 

(4) Departing or remaining out of Australia or a State or from 
his dwelling house or usual places of business or otherwise being 
absent or beginning to keep house, with intent to defeat or delay 
creditors. 

(5) The levy of execution in any action or under any civil process 
and under which goods have been sold or held by the sheriff for 
seven days or the execution has been returned unsatisfied. 

(6) A declaration of bankruptcy by any court in the King’s 
Dominions out of the Commonwealth having jurisdiction to make 
such a declaration. 

(7) Failure, for forty-eight hours, to present a petition for seques¬ 
tration after having promised a meeting of creditors to do so. 

(8) Admission, at a meeting of creditors, of insolvency and re¬ 
fusal to surrender his estate after a request to do so by a majority 
of creditors at the meeting. 

(9) Filing a declaration of inability to pay debts or presenting 
a petition against himself. 

(10) Failure to comply with a Bankruptcy Notice. 

(11) Giving notice of suspension of payment of debts. 

(12) Failure to obtain the exemptions prescribed in Part XI 
of the Act from commission of an act of bankruptcy by calling a 
meeting of creditors under that part. 
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Courses Available to an Insolvent Debtor. 

Where a person cannot meet his liabilities as they fall due he 
has the following courses open to him :— 

1. he may file a petition in bankruptcy for the sequestration 
of his estate. 

2. he may commit one of the acts of bankruptcy and thus 
enable his creditors to present a petition for sequestration. 

3. he may disclose his financial position to his creditors and 
enter into a private arrangement with them. The creditors 
may agree to allow him extra time to pay his debts and for 
that purpose the debtor may be permitted to carry on 
his business. On the other hand the creditors may demand 
that the business be carried on under new management. 

4. he may transfer his estate to a trustee for his creditors. 
The trustee will bo empowered to sell the assets and dis¬ 
tribute the proceeds by way of dividends. This type of 
arrangement is provided for in the Bankruptcy Act in Parts 
XI and XII which detail alternative schemes. 

Part XI of the Act provides for a composition or Scheme 
of Arrangement without sequestration. This method is 
used where the debtor has been honest in his business 
dealings. The creditors in such case must consent to the 
proceedings under this Part being taken. The advantages 
of this method are that it is private, speedy and inexpensive. 
Part XII of the Act provides for a Deed of Arrangement 
under which the debtor assigns his property to a trustee 
for the benefit of his creditors generally. This method 
is the least expensive, most private and speediest of all 
but can only be employed in simple cases. 

Whichever of these courses is adopted, the debtor will be re¬ 
quired to present a Statement of Affairs disclosing his financial 
position. 


STATEMENT OF AFFAIRS. 

In order that the creditors, trustee or Official Receiver, as the 
case may be, may become aware of his true financial position, it is 
necessary for the debtor to prepare and present a statement of his 
affairs. Where a sequestration order has been made, the Act 
requires the debtor to file this statement with the Registrar in 
Bankruptcy within seven days of the order. The statement must 
be verified by affidavit and a copy supplied to the Official Receiver. 

A Statement of Affairs. 

Is a statement of the bankrupt’s assets and liabilities at a given 
date, prepared for submission to the Official Receiver and creditors. 
It is similar to an ordinary balance sheet but the following differ¬ 
ences should be noted :— 
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Statement of Affairs. 

Balance Sheet. 

1. Shows the financial position from 

the point of view of a “ forced real¬ 
ization assets being shown as 

what they are expected to realize. 

2. Shows only assets on the right 
hand side which are free or unen¬ 
cumbered. Those held by secured 
creditors are shown as a deduction 
from the relative liability. 

3. The Proprietor’s Capital draw¬ 
ings and profits or losses are ex¬ 
cluded. 

1. Shows the assets cmd liabilities 
at book values. 

2. Is prepared from actual figures 
appearing in the books of account 
and shows all assets on the right 
hand side including amounts 
brought forward to be written off 
over a period of years. 

3. Capital, drawings, and profits 
or losses are included. 


A Statement of Affairs must be in the prescribed form and con¬ 
tain :— 

1. a list of the debtor’s liabiUties showing the amounts which 
are expected to rank for dividend. 

2. a list of the debtor’s assets showing the values they are 
expected to produce on a forced reahzation. 

3. the estimated deficiency or surplus of assets over liabilities 
as the case may be. 

The prescribed form of a Statement of Affairs and those of its 
accompan 3 dng schedules are shown hereunder. 
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This is the Sheet marked A referred to in the Affidavit verifying Statement of Affairs declared before me 

this.day of..194 Signature. 
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CREDITORS FULLY SECURED. 
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This is the Sheet marked C referred to in the Affidavit verifying Statement of Affairs declared before me 

this.day of..194 Signature, 











COMMONWEALTH OF AUSTRALIA. 
Bankruptcy Act. 
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This is the Sheet marked D referred to in the Affidavit verifying Statement of Affairs declared before me 

this.day of..194 Signature. 
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This is the Sheet marked E referred to in the Affidavit verifying Statement of Affairs declared before me 

.day of..194 Signature, 

Justice of the Peace or Commissioner for ... Date. 
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Justice of Peace or Commissioner for . . Date .194 

Notes.— (1) This date should be twelve months before date of seques- (3) Here add particulars of other losses or expenses (if any), including 
tration order, or such other time as Official Receiver may have liabilities (if any) for which no consideration received, 

fixed. (4) These figures should agree. 

(2) Add “ wife and children ” (if any), stating number of child- 
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Statement of Affairs the debt would be shown less the estimated 
value of the asset held as security and any deficiency extended 
into the main column as ranking for dividend. 

4. Contingent and Other Liabilities per Sheet E. 

These would include liabilities in respect of bills discounted, 
accommodation bills, guarantees, uncompleted contracts, damages 
in litigation, calls on shares not fully paid, and similar items. 

Care should be taken to distinguish between liability on bills 
payable and that in respect of bills discounted and accommodation 
bills which have not been accepted by the debtor. Whore the 
debtor is the acceptor in respect of accommodation bills, the lia¬ 
bility should be included with Unsecured Creditors. Where he is 
the drawer or endorser, the amount expected to rank for dividend 
should bo shown under the heading of “ Contingent and other 
Liabilities.” 

5 . Preferential Creditors per Sheet B. 

Included under this heading will be those creditors who are given 
preference in payment over all other \msecurod creditors. Section 
84 (1) of the Bankruptcy Act details these as follows and they must 
be paid in this order :— 

1st. Costs of Administration. 

The costs of administering the estate are the first debts 
to bo paid. Should the proceeds of realization oi the estate 
be insufficient to pay these costs in full, Rule 135 of the Bank¬ 
ruptcy Rules sets out the order in which such costs are to bo met. 
These are :— 

(a) the actual expenses incurred in realizing the assets, e.g., 
agent’s commission, auctioneer’s charges, advertising, etc. 

(b) the actual expenses incurred by the Official Receiver in 
protecting the debtor’s prox)crty and of carrying on the 
debtor’s business, e.g., insurance, purchases of goods and 
overhead expenses if the debtor’s business was carried on. 

(c) fees payable to the Court in relation to realization of assets, 
or expenses incurred by the Official Receiver or authorised 
by the Court. 

(d) refund of petitioning creditor’s deposit. 

(o) refund of deposit lodged on an application for the appoint¬ 
ment of an interim receiver. 

(f) the remuneration of a special manager. 

(g) the remuneration of a person appointed to assist the debtor 
with the preparation of his statement of affairs. 

(h) any allowance made to the debtor by the Official Receiver. 

(i) the taxed costs of the petitioning creditor. 

(j) the remuneration of the trustee. 

(k) the taxed charges of a shorthand writer. 

(l) any necessary disbursements by the trustee, e.g., rates 
and taxes paid by the trustee. 
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(m) the costs of any person properly employed by the trustee, 
e.g., wages and salaries where the debtor’s business was 
being carried on under authority of the Court. 

(n) any allowance made to the debtor by the trustee. 

(o) actual out of pocket expenses necessarily incurred by a 
Committee of Inspection. 

The above costs of administration are necessarily incurred 
in the protection of the debtor’s estate and it is equitable 
that they should be the first priority since otherwise it would 
be difficult to finalize the estate and make any distribution 
to creditors. 


2nd. Funeral and Testamentary Expenses. 

In the case of a deceased debtor, the trustee shall pay the 
proper funeral and testamentary expenses incurred by the 
legal personal representative of the deceased debtor. 

Hospital or medical expenses associated with the deceased’s 
death do not come under this heading. 


3rd.k Wages or Salaries. 

This includes the payment of all wages or salaries of any 
clerk, servant, labourer or workman up to £50 per person for 
services rendered to the bankrupt within four months prior 
to the date of the sequestration order. 

It does not include wages or salary payable to the wife, 
husband, child, parent, brother or sister of the bankrupt.' 
These people would, however, have the right to rank for 
dividend as ordinary unsecured creditors. 

It should be observed that £50 is the maximum per person 
even though the wages duo for the four months are in excess 
of this amount. Any balance due would be shown as an 
ordinary unsecured creditor. 

“ Wages ” may include amounts payable in the nature of 
commission provided the person is “ truly employed ” by the 
bankrupt. 

Where a traveller was employed at a salary and a commission 
by way of salary, it was held that the commission formed 
part of his salary and must be paid in priority to the ordinary 
debts (Re Klein ; Ex p. Goodwin (1906) 22 T.L.R. 664). 

Holiday Pay payable under an award of the Commonwealth 
Court of Conciliation and Arbitration is preferential to the 
extent the amount has accrued within the four months pre¬ 
ceding the date of the sequestration order. (In re W. J. 
Taylor and Sons, 8 A.B.C. 88.) 


4th. Workmen’s Compensation Claims. 

This includes the payment of all amounts not exceeding in 
any one case £200 due under any Act for compensation for 
personal injury arising out of his employment to any workman, 
the liability for which accrued before sequestration. 
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Since it is now compulsory by law for an employer to insure 
against this liability, it is obvious that this priority would 
only arise where the employer failed to carry out his statutory 
obligation to insure, and a workman sustained injury whilst 
he is not covered by insurance. 

5th. Apprenticeship Claims. 

This sub-section gives priority to an apprentice or articled 
clerk for a proportionate rebate of the fee, if any, paid to the 
bankrupt in consideration of the bankrupt entering into in¬ 
dentures or articles with the apprentice or clerk. Provided 
the apprentice or articled clerk gives notice in writing to the 
trustee, he is entitled to regard the sequestration order as a 
discharge of his indentures or articles. 

The trustee on reeeipt of an application in writing will 
treat as preferential such amount as he deems reasonable. 

6th. Rates and Taxes. 

Municipal rates and other local rates due at the date of the 
sequestration order and having be(u)ine due mtliin twelve 
montJhs next preceding that date have priority under this sub¬ 
section. 

Included also are taxes assessed prior to sequestration up to 
one year's assessment (but see below as regards income tax) 
and repayment of advances made under statutory power for 
the improvement, development and settlement of lands, for 
the aid, development or encouragement of mining. 

No priority is given to a third party who has paid the rates 
or taxes for the bankrupt. 

Similarly public utility charges such as gas or light are not 
given priority unless they come under the wording of the Act 
of “ rates and taxes.’’ 

Sales Tax and Payroll Tax are not i)refer(intial in bankruj)tey. 
Income Tax. 

Section 221 (b) (i) of the Income Tax Assessment Act 1936- 
1948 states :— 

“ For the better securing to the Commonwealth of the 
Revenue required for the purposes of the Commonwealth— 

‘ Notwithstanding anything contained in any Act or 
State Act— 

a person who is a trustee within the meaning of the 
Bankruptcy Act 1924-1946 shall apply the estate of the 
bankrupt in payment of tax due under this Act (whether 
assessed before or after the date of the order of sequest¬ 
ration (in j)riority to all other unsecured debts other than 
debts of the classes specified in paragraphs (a), (d) or (e) 
of sub-section (1) of section eighty-four of that Act.’ ” 

This means that Income Tax is now preferential for all assessed 
amounts and ranks in priority after costs of administration^ 
funeral and testamentary expenses, and wages and salaries. 
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It should also be observed that this section of the Income Tax 
Act overrides s. 84 (1) (h) of the Bankruptcy Act in so far as they 
conflict. 

Tax Deductions. 

Section 221 P of the Income Tax Assessment Act 1936-1948 
states : 

(1) Where an employer makes a deduction for the purpose of this 
Division, or purporting to be for those purposes, from the 
salary or wages paid to an employee and fails to deal with the 
amount so deducted in the manner required by this Division, 
or to affix tax stamps of a face value equal to the amount of 
the deduction as required by this Division, as the case may be, 
he shall be liable, and where his property has become vested 
in a trustee, the trustee shall be liable, to pay that amount to 
the Commissioner. 

(2; Notwithstanding anything contained in any other Act or State 
Act, an amount payable to the Commissioner by a trustee in 
pursuance of this section shall have priority over all other 
debts, whether preferential, secured or unsecured. 

The effect of this section is that a trustee in bankruptcy must pay 
amounts collected by the debtor and unpaid in respect of income tax 
re em])loyees in priority to all other claims, secured or otherwise : 

7th. Rent. 

Rent reckoned from day to day for a period not exceeding 
three months and which is due and payable at the date of the 
sequestration order and in respect of which there were, at the 
same date, goods on the premises liable, but for the sequestra¬ 
tion, to distress for rent, is preferential in bankruptcy. 

Section 84 (1) (i) also limits the priority to the value of the 
goods distrainablc where the value is less than the equivalent 
of three months’ rent. 

Distress for rent has now been abolished by Landlord and 
Tenant Legislation} in all States.Therefore the landlord has no 
priority and rent unpaid is shown with ordinary unsecured 
creditors. 

8th. Priorities Allowed by a Special Resolution of Creditors 

(sT 84 (lyir)!. ^ 

Priorities in respect of debts or liabilities otherwise treated 
as ordinary unsecured may be created by the creditors passing 
a special resolution to this effect. 

9th. Insurance Policies Covering Third Party Liabilities. 

Section 84 (lA) provides that where a bankrupt has insured 
against liability to third parties, and a claim eventuates either 

♦Victoria. — Landlord and Tenant {Amendment) Act 1948. 

New South Wales. —Landlord and Tenant {Distress Abolition) Act 1930. 

Queensland. — Landlord and Tenant Act 1948. 

South Australia. — Landlord and Tenant {Control of Rents) Act 1942-1948 

Tasmania. — Landlord and Tenant {Temporary Provisions) Act 1948. 

Western Australia. —Distress for Rent Abolition Act 1936. 
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before or after sequestration, the trustee must pay any such 
insurance moneys received to the third parties. 

The creditors in each of the classes stated above are paid in full 
before those in the succeeding class are paid anything. If the 
estate is not sufficient to pay in full all the creditors in one of the 
preference classes, each receives a proportion of the amount due. 

It shotdd be observed that the following items are not preferential 
in bankruptcy, viz., charges for electric light, gas, telephone, sales 
tax, or payroll tax. 

Summary. 

A summary of the position relative to the order of payment of 
preferential claims is as follows :— 

1. Income Tax Deductions Unpaid. 

2. Costs of Administration. 

3. Funeral and Testamentary Expenses of a deceased debtor. 

4. Wages and Salaries as prescribed. 

5. Income Tax for all assessments. 

6. Workmen’s Compensation Claims as prescribed. 

7. Apprenticeship Claims as prescribed. 

8. Rates and taxes as prescribed. 

9. Priorities allowed by Special resolution ofCreditors (s. 84 (1) (j)). 

10. Insurance policies covering Third Party Liabilities as prescribed. 

Assets Side. 

Assets are shown in the Statement of Affairs at values which 
they are expected to produce if realized at the date of the statement. 

Only assets which are unencumbered are shown on this side. 
Those held by secured and partly secured creditors are deducted 
from the liability in respect of which they are given. 

Assets should be grouped under the following headings and stated 
in the order given :— 

1st. Property per Sheet F. 

This will inchade cash in hand and at bankers, cash deposited 
with a solicitor, stock-in-trade, machinery, trade fixtures, etc. 
farming stock, growing crops, household furniture and effects 
(less the statutory exemption, see post), stocks and shares, 
and other property such as jewellery. 

2nd. Book Debts per Sheet G. 

Book debts should be listed under the headings of Good,” 
“ Doubtful,” and Bad,” the total of which is extended being 
the amount expected to be realized from Sundry Debtors. 
Bills Receivable should also be listed under this heading. 

3rd. Estimated Surplus from Properties held by Secure d and 
Partly Secured Creditors. 

As mentioned previously the total of the excess of assets 
held as security over the estimated liabilities is shown under 
this heading. 
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4th. Contingent Assets per Sheet F. 

These would include amounts that may be available from 
say damages in a legal action, bills discounted, guarantees, etc. 

5th. Deficiency per Sheet H. 

Should the total of the estimated values of the assets be 
less than that of the liabilities the difference is shown under 
this heading. 

Before proceeding further it will be well to consider what pro¬ 
perty of a bankrupt is available to his creditors and what is not 
available. 

PROPERTY AVAILABLE TO CREDITORS. 

Consequent on a sequestration order being made, the property 
of the bankrupt vests in the Official Receiver named in the order, 
and becomes divisible among his creditors. 

Briefly the following constitutes what property is available:— 

(a) All property which belongs to or is vested in the bankrupt 
at the commencement of bankruptcy or which is acquired 
by him or has devolved on him before his discharge. 

(b) Goods which at the commencement of the bankruptcy 
were in the possession, order or disposition of the bankrupt 
with the consent of the true owner, and held by him in such 
circumstances as would lead to the belief that he was the 
reputed owner. 

(c) The claim or right of the bankrupt to property under any 
contract, bill of sale, hire-purchase agreement, mortgage or 
lien, made by or with the bankrupt or debtor on his 
trustee discharging or offering to discharge any legal 
liability with regard thereto. 

Settlements and Preferences. 

Under the provisions of s. 94 of the Bankruptcy Act certain 
settlements are void as against the trustee in Bankruptcy. This 
means that the trustee can claim the assets forming the subject of 
these settlements as being part of the debtor’s estate. A summary 
of the law to this effect is as follows:— 

(1) The only settlements which are exempted under s. 94 are :— 

(a) those made before and in consideration of marriage. 

(b) those made in favour of a bona-fide purchaser or 
encumbrancer for valuable consideration. 

(c) those made on or for the wife or children of the 
settlor, of property which has accrued to the settlor 
after marriage in the right of his wife. 

(2) Voluntary settlements of property (other than the above) 
which take place within a period of five years before the date 
when the settlor became bankrupt are void cls against the 
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trustee, unless the parties claiming under the settlement 
can prove :— 

(a) that the settlor was at the time of making the settlement 
capable of paying his debts without the aid of the 
proj^erty comprised in the settlement ; and 

(b) that the interest of the settlor in the property passed to 
the trustee of the settlement or to the donee on its 
execution. 

Therefore unless there is evidence of fraud any settlements 
or gifts outside the five year period cannot be set aside by the 
trustee, even though at the time of making the settlement, the 
debtor may have been insolvent. 

(3) If a settlement is made within a })eriod of two years before 
the date of the bankruptcy of the settlor it is absolutely 
void as against the trustee whether at the time of making 
the settlement the settlor was insolvent or not. 

Section 95 provides that any conveyance or transfer of property, 
or charge thereon, every i)ayment made by an insolvent, in favour 
of any creditor having the effect of giving that creditor a i)reference 
or ])riority over the other creditors is void and may be set aside 
by the trustee. 

The same applies to any fraudulent preferences. 

Void Securities. 

The State laws governing securities such as Hire-Purchase 
Agreements, Bills of Sale, Stock Mortgages, Crop and Wool Liens, 
etc., differ in the various States. The object of such legislation is to 
protect Creditors against any secret dispositions by the debtor 
of property so secured. 

It should be observed that where a creditor holds a security which 
State law requires to be registered and such is not done, then the 
security is void as against the trustee. For example if a creditor 
held an unregistered bill of sale over stock, the trustee in bankruptcy 
would be able to set aside the security and make the stock available 
to the general body of unsecured creditors. 

PROPFirrV NOT AVAILABLE TO CREDITORS. 

Section 01 of the Bankruptcy Act exem])ts the following from 
being available to creditors : 

(a) Property held by the bankrupt in trust for any other person. 

(b) Policies of life assurance or endowment on the bankru])t’8 
own life. HoAvever, it should be observed that the trustee 
has a eliarge on such policies to the extent of premiums 
actually paid during the two years next preceding the date 
of the secjuestration order. If only one year’s premium 
had been paid, the trustee would be entitled only to the 
amount thereof. If however, say, ten years’ premiums had 
been paid by the debtor during the statutory two years’ 
period, the trustee would have a claim on the policy to 
this extent. 

The trustee’s charge applies even though the payment is 
not by cash. In the case Re R, F, T. Moody; Ex parte 
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Official Receiver, 14 A.B.C. 51, it was held that the charge 
applied even though the overdue premiums (in this case 
10 years) were made good from a loan granted by the 
insurance company on the policy. 

If the bankrupt had not paid any premiums in the two 
years prior to the date of the sequestration order, the trustee 
would have no charge on the policy, nor would he have any 
charge where bonus additions have been applied towards 
payment of premiums (Lloyd v. Public Trustee, Vol. 3, 
A.B.C. 8, and In reEste 11 A.B.C. 179). 

A policy holder may, however, give a charge over his 
policy by way of collateral security or as a security for a 
debt. In such case s. 91 does not protect the bankrupt 
against the creditor. For example :— 

Premiums paid during two years prior to seques¬ 
tration .. .. .. . . £30 

Surrender value of policy .. .. .. £400 

Policy given as security for a debt of .. . . £800 

In this case the trustee could not claim for £30, being 
premiums actually paid by the debtor during the two years 
preceding the sequestration order, and the creditor would be 
entitk^l to the whole amount. If, however, the policy had a 
surrender value of £500 and it was given as security for 
a debt of £400, the trustee would be entitled to claim £30 
of the £100 surplus, the debtor being entitled to the balance 
£70. 

The amount of the premiums would be shown under 
the heading “ Property ’’ on the “ Assets side of the 
Statement of Affairs. 

(c) Policies for Annuities, the payments made on account of 
which have extended for six years or which were purchased 
at least six years prior to the commencement of the annuity^ 
provided that in either case the policies do not provide 
for the payment of an annuity of more than £208 in 
the aggregate. 

(d) The ordinary hand tools and hand implements to a value 
of £50 and the necessary wearing api)arel, bedding, etc., 
of himself, wife and children, and any sewing machine 
used for domestic purposes and such other household 
furniture as the creditors may determine. 

(e) Goods hired under a valid contract for letting and hiring 
chattels in respect of which a valid bill of sale has been 
registered, stock, crops and wool over which a mortgage or 
lien has been registered and book debts over which a 
valid assignment has been registered (but see paragraph (e) 
under Property Available to Creditors). 

(f) The separate property of a married woman, the income of 
which is subject to restraint upon antieij^ation.’*' 

♦Property may be left to or settled on a married woman with a clause 
restraining her from anticipating it, e.g., preventing her from alienating, 
encumbering, or otherwise dealing with her interest in the property during 
marriage. 
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(g) Pipes, meters, electric lines and similar apparatus belonging 
to any local authority, company or person operating under 
any statutory powers. 


Deferred Claims. 

The following claims are deferred or postponed until all other 
creditors have been paid in full :— 

(a) Claims for sums advanced by way of loan to the bankrupt 
conditional on the lender receiving a share of the profits 
of a business or to receive interest varjdng with the profits, 
thus making the lender virtually a partner (s. 86). 

(b) Amounts due for the purchase of Goodwill based on a share 
of the profits of a business (s. 86). 

(c) Claims by a wife or husband of the bankrupt in respect of 
property lent or entrusted by her or him to the bankrupt 
(s. 85), (but see position re partnership post). 

(d) Claims of persons entitled under covenants or contracts 
for future settlements (s. 94 (2)). 

(e) Section 84 (6) postpones the right of a creditor to receive 
interest on his claim in excess of 8% per annum until all 
the proved debts have been paid in full. 

Mutual Credit and Set Off. 

Where there have been mutual dealings between a bankrupt 
and his creditors, the right of set off is applied. For example if 
the bankrupt owes the creditor £75 and the creditor owes the bank¬ 
rupt £50, the creditor will be shown as ranking for the balance of 
£25. Should the reverse happen the balance owing by the creditor 
to the bankrupt would be shown on the statement of affairs as an 
asset under the heading of “ Book Debts. 

The benefit of this privilege of set off will not be available where 
the person dealing with the bankrupt had notice of an available act 
of bankruptcy at the time he gave credit to or received credit from 
the bankrupt. It therefore behoves the trustee to investigate the 
circumstances carefullly before applying any set off. 


Shares in Companies. 

Shares if not given as a charge to secured creditors, are shown on 
“ Property—Sheet F.*’ Where a call has been made and is unpaid 
at the date of preparing the statement of afiFairs, and the shares have 
a market value in excess of the call, the asset would be shown on the 
Property Schedule at the net realizable figure after deducting the 
call. For example assume the debtor had 100 shares in X Y Co. Ltd. 
of £1 each paid to 15/- each, and on which a call of 2/6 per share had 
been made which was unpaid. If the market realizable value of 
the shares was 17/6, the asset would be shown thus :— 
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Sheet F — Property. 

Nature. 

1 Estimated to Produce 

Shares in X Y Co.—100 at 17/6 less Call of 2/6 

£76. 

Hire Purehase Assets. 



Assets purchased under hire-purchase agreetnent ifio not become 
the property of the hirer until the final instalment is paid. Thus they 
are not really available to meet creditors’ claims. 

However if the asset has a value in excess of the outstanding 
instalments the trustee, in the interest of the estate, would pay 
what is due and subsequently realize the asset. 

In practice the amount owing on hire purchase would be shown 
under “ Fully Secured Creditors ” less the estimated value of the 
asset. For example, suppose the debtor possessed a motor car 
purchased under hire-purchase agreement from Auto Sales Ltd. 
The car was expected to produce £520 and the unpaid instalments 
amounted to £200. These items would be shown thus :— 


Sheet C—Fully Secured Creditors. 


Creditor. 

Debt. 

Estimated value 
of Security. j 

Surplus from 
Security 

Auto Sales Ltd. 

1 £200 

£520 ! 

£320 


It is now proposed to illustrate the preparation of a statement 
of affairs of a sole trader. 

Illustrative Example 1 is worked as a modified form of the manner 
in which the statement and schedules would be prepared in practice. 

In Illustrative Example 2 the first solution is a modified form 
of that used in practice and the second is one that candidates may 
adopt for examination purposes. 

Illustrative Example 1. 

Robert Chase’s estate was sequestrated on 30th June, 1947, and 
you are requested to prepare a statement of affairs from the follow¬ 
ing particulars:— 


Assets 

Cash in hand 
Book Debts— 

Good 

Doubtful .. 
Bad 

Machinery and Plant 
Office Furniture.. 
Stock-in-Trade .. 
Investments 
Bills Receivable.. 


Estimated 
Book Value to Produce 


£ 

£ 

70 

70 

2,000 'I 

1,000 

V 2,700 

200 

1 - 

1,800 

1,760 

250 

220 

2,000 

1,600 

5,000 

4,600 

200 

150 
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Expected to 


JAabilitiea Rank for. 

Trade Creditors . . 6,600 

Bank Overdraft (the bank holds the debtor’s 

Investments as security) .. . . 3,000 

A. Barnes for Loan . . . . . . 2,500*^ 

(Secured by Bill of Sale over Machinery 

and Plant) 

Preferential Creditors— . . . . . . 150 

For Wages . . .. . . £50 

„ Taxation .. .. 100 

Contingent Liability on Bills Discounted 

£200 . 90 ' 


Solution: 


statement of Affairs of Robert Chase 
as at 30th June, 1947. 


Amount • Estimated 

Liabilities, Expected I Assets. to 

to Rank. | Produce 



£ ! 

£ 

Unsecured Creditors as per 

1 Property detailed on 


Sheet B. 

6,650 1 Sheet F. 

1,890 

Creditors Fully Se- 

Book Debts detailed on 

cured as per Sheet 

Sheet G. 

2,850 

C .. 3,000 

j Estimated Surplus from 

Creditors Partly 

1 Properties held by Secured 


Secured as per 

arid Partly Secured Cred- 


Sheet D, , . 2,500 

740 1 itors (Sheets C. & D.) . . 

1,500 

Less value of se¬ 
curities .. . . 6,260 

1 Total Assets . . 

6,240 

Total Liabilities 

- ; Contingent Assets detailed 

7,390 i on Sheet F. 

Contingent and other lia¬ 

j Deficiency as per Sheet H. 

1,240 

bilities as per Sheet E. 

90 : 


Preferential Creditors as 

, 


per Sheet B. . . 160 

£7,480 i 

£7,480 


SHEET B.—Unsecured Creditors. 


Preferential Creditors — 
Wages 
Taxation .. 



£ 

50 

100 

160 

6,500 



£6,650 


Ordinary Creditors 
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SHEET C.—Fully Seemed Creditors. 


i 

Creditor. ■ Debt. 

1 ' 

Estimated 
Value of 
Security. 

Surplus 

from 

Security. 

Bank . j 3,000 ' 

4,500 

1,500 

! 3,000 

4,500 

1,600 


SHEET D. — Partly Secured Creditors. 

1 

Creditor. ! Debt. 

i 

Estimated 
Value of 
Security. 

Balance 

Unsecured. 

A. Barnes . . . . i 2,500 

1,760 

740 

i 2,500 

1,760 

740 


SHEET E .— Contingent or 

Other Liabilities. 


1 

Liability. 

Expected to Rank. 

Bills Discounted . . 

200 

90 


200 

: 90 

1 



SHEET F.—Property. 


Nature. 


Cash in Hand 
(3ffico Furniture 
Stock-in-Trade 


Estimated 
to Produce. 


70 

220 

1.600 


£1,890 


SHEET G.—Book Debts. 


Debtor. 


Sundry Debtors 
Bills Receivable 


Amount of Debt. 


1 

Good. 

Doubtful. 

Bad. 

Estimated 
to Produce. 

2,000 

1,000 

200 

2,700 

150 


60 

150 

j 2,150 

1,000 

250 

2,860 


Illustrative Example 2. 

William Thomas commenced business on Ist January, 1948, 
with a capital of £3,000. On 31st December, 1950, finding himself 
unable to meet his creditors' claims, he requests you to prepare 
his Statement of Affairs. He supplies the following particulars:— 
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Items in the Books. 


Assets. 


Estimated 
Book Value to Produce 


£ £ 


Leaaehold Premises (subject to annual rental of 


£360 paid to 30th June, 1960) 

3,200 

3,200 

Cash in hand 

40 

40 

Book Debts— 

Good 

1,760 

19/6 in £ 

Doubtful . . 

800 

400 

Bad. 

310 

nil 

Bills Receivable. . 

100 

80 

Freehold Residence 

2,500 

2,500 

(Mortgaged to A. Bee in respect of a loan of £2,000 
with interest at 5% p.a. paid to 30th Soptcmbor 

1960) 

Machinery and Plant . . 

3,800 

1,800 

(Subject to a registered Bill of Sale held by T. Kay 
for a loan of £2,000) 

Stock-in-Trade . . 

1,800 

15/. in £ 

Investments 

260 

320 

Loss re Speculations 

1,492 

— 

Liabilities 


Expected to 


Gross 

Rank for 


£ 

£ 

Unsecured Trade Creditors 

6,000 

6,000 

Rent of Leasehold 

180 

180 

Preferential Creditors .. 

no 

no 

Rates and Taxes £ 10 

Wages 100 

Bills Payable 

160 

160 

Bank Overdraft and Interest .. 

3,010 

3,010 

(Secured by Leasehold) 

A. Bee—Mortgage and interest 

2,025 

2,025 

Loan to Debtor by his Wife . . 

200 

200 

T. Kay—Loan . . 

2,000 

2,000 

(secured by Machinery and Plant) 

Telephone account owing 

7 

7 


Items not in the Books. 

Assets. Estimated 

to Produce 


£ 

Household Furniture . . .. .. .. . . .. . . 260 

Liabilities Estimated 

to Rank for 

£ 

On Bills Discounted (£1100) .. 400 

Private Creditors 1,000 

William Thomas had an insurance policy on his own life, the 

annual premium of which was £8 ; premiums were paid to date. 


Solution No. 1. (as used in praetice). 

The following solution is in modified form insofar that the actual 
prescribed forms are not used. Practitioners would, of course, 
use the forms illustrated on pages 327-334. 
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SHEET B.— Unsecured Creditors. 


Brejerential Creditors — 



Rates and Taxes 

10 


Wages . . 

100 

no 

Ordinary Ihu'ecured ('reditors — 



Trade Creditors 


6,000 

Private Creditors 


1,000 

Bills Payable. 


160 

Rent of Leasehold 


180 

Telephone 


7 


£7,467 


Note: The loan to the debtor by his wife is deferred, and does not appear in 
the statement of affairs. 


SHEET 

C.~ Fully Secured Creditors. 




Oeditor. Debt. 

Estimated 
Value of 
Security. 

Surplus 

from 

Security. 

A. Bee 

. 2,025 

2,500 

475 

Bank 

. 3,010 

3,200 

190 


5,035 

! 5,700 

665 

SHEET 

D.-— Partly Secured Creditor's. 





Estimated 

Balance 


Creditor. Debt. 

Value of 
Security. 

unsecured. 

T. Kay 

. 2,000 

; 1,800 

200 


SHEET E.—Contingent or other Lialnlities. 


Liability 

1,100 


Expected to Kank for. 
400 


Bills discounted . . 
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SHEET F. — Property, 


Nature. 





Estimated 
to Produce. 

Cash in Hand 
Stock-in-trade 
Household Furniture 
Investments 

Insurance Premiums 





40 

1,350 

260 

320 

16 


£1,986 


SHEET G,—Book Debts. 


I 

Debtor. | Amount of Debt. 



i 

i Cood. 

i 

Doubtful. 

Bad. 

1 Estimated 
t to Produce. 

Sundry Debtors 

1,760 

! 800 

310 

1,716 

400 

Bills Receivable 

100 

' 

20 

80 


! 

1,860 ' 

800 

330 

; 2,196 



Solution No. 2. (Alternative.) 

The following working is one that students may use for examina¬ 
tion purposes:— 












statement of Affairs of William Thomas 
as on 31st December, 1950. 
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DEFICIENCY ACCOUNT. 

This account is shown on Form H as prescribed by the First 
Schedule to the Rules. Its object is to show how the bankruptcy 
has been brought about and to explain the deficiency or surplus 
as the case may be. This account will accompany the Statement 
of Affairs and be filed with it. 

The Deficiency Account should relate back to twelve months 
before the date of sequestration or to such other time as the 
Official Receiver may have fixed. 

On the left hand side of the account will appear:— 

1. Excess of assets over liabihties (i.e. capital) on the retro¬ 
spective date mentioned above. 

2. All trading profits earned by the bankrupt from the starting 
date to that of the Statement of Affairs. (The amount 
should be before any amounts have been deducted for 
Interest on Capital and for partners’ salaries.) 

3. Any salary or wages paid to the bankrupt during the last 
twelve months. 

4. Any other source of income. 

5. Gifts from relations and others. 

On the right hand side will be shown:— 

1. Excess of liabilities over assets at date of commencement 
of the account. 

2. Any trading losses to date. 

3. Losses by bad debts. 

4. Estimated losses on realization. 

5. Drawings by the bankrupt during the period. 

6. Other losses than trading losses such as household expenses, 
gambling or speculative losses, damages and costs in law 
suits, losses on bills discounted and dishonoured accommoda¬ 
tion bills, and any private creditors who can prove against 
the estate. 

The balance of the account should agree with the deficiency or 
surplus shown in the Statement of Affairs provided the debtor’s 
books balanced as at the dafr of commencement of the account, 
and at the end of the period. 

Care must be taken to include any liabilities shown in the State¬ 
ment of Affairs but which are not recorded in the books of account. 
The same applies to unrecorded losses and expenses, and assets. 

Referring again to Example 2 on page 347 assume the results 
of the last throe years’ trading by William Thomas were:— 

1948 . Profit £1,362 

1949 . „ £1,678 

1950 . Loss £1,070 

His drawing amounted to £1,000 for each of the three years. 
During 1949 he had received a legacy from his father’s estate of 
£600 and this amount had been invested by him in the business. 
He had also lost £1,492 during the period due to unwise speculations. 

The Deficiency Account would be stated thus:— 
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PARTNERSHIP. 

Where a sequestration order has been issued against partners 
in a firm it is necessary to prepare a Statement of Affairs for the 
joint estate, and one for each of the individual partners. 

The method of procedure is firstly to prepare the statements 
for the individual partners in order that any surplus in these estates 
may be ascertained and included with the assets of the joint estate. 

It must be observed that the separate creditors of the individual 
partners have the first claim against the private assets of the par¬ 
ticular partners. Similarly the joint creditors of the partnership 
firm have to be satisfied first before any surplus is available to 
separate creditors. In such (;ase the surplus from the joint estate^ 
would be apportioned to the partners in proportion to their capital 
after any nec;essary adjustments have been made. 

Where a creditor of the joint estate holds as security i)art of the 
private estate of any partner, he may prove against the joint estate 
for the full amount of bis debt as an unsecured creditor. Alterna¬ 
tively he may realize his security provided he does not ultimately 
receive more than his actual debt. 

Student readers are therefore warned that where a creditor of the 
joint estate holds as collateral security assets which do not belong to the 
partnership firm but to a particular partner^ the liability must be 
shown in full in the firm's statem>ent. In the partner's private state¬ 
ment it would be shouni as fully secured. 

Any loans made by the partners to the firm are subordinated 
to the claims of ordinary creditors. Similarly the claims of persons 
lending money to a firm whereby these creditors receive a rate of 
interest varying with the profits, are deferred until all other creditors 
are paid in full. (See page 344.) These loans, therefore, should be 
omitteii from the Statement of Affairs, and treated as deferred. 

However it should be observed that where a wife lends money to a 
partnership, of which her husband is a member, her claim is not 
postponed in the distribution of the estate (Midlane Bros. (Aust.) Ltd. 
V. Reid and Others, 1 A. B. C. 79), 

The following example illustrates how the various statements 
in the case of a partnership are prepared :— 


Illustrative Example 3. 

Boyle and Jones were in partnership sharing profits and losses 
equally. A sequestration order was made against the partners on 
30th June, 1949. The Trial Balance at that date was as follows : 


y 
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£ 

£ 

Boyle Capital Account .. 


.. 


2,000 

Jones Capital Account .. 




2,000 

Boyle Advance Account (made on 

1st January, 1949) 


600 

Jones Drawing Account 


.. 

1,350 


Boyle Drawings Account 



1,400 


Stock at Ist July, 1948 .. 



8,500 


Purchases . . 



6,890 


Sales 




16,385 

Sundry Debtors .. 



4,682 


Sundry Creditors 




8,920 

Bad Debts . . 



2,637 


Wages 



1,290 


General Expenses 



1,636 


Loss through Embezzlement 



4,000 


Furniture and Fittings 



720 


Bank Overdraft 




3,200 




£33,105 

£33,105 


Stock on 30th June, 1949 (cost £6,500), was estimated to realise 
£4,580. Of this the Bank held certificates of stock costing £2,000, 
estimated to realise £1,200, as partial security for the overdraft. 

The Furniture and Fittings were expected to realise £350. Sundry 
Creditors included £35 due to Preferential Creditors. The Sundry 
Debtors included £800 Doubtful, of which £620 is estimated as 
irrecoverable. 

Boyle’s private assets and liabilities wTre as follows:— 

Residence, cost £5,500 estimated to realise £4,350, mortgaged 
to A. Bee for a loan of £2,000. 

Furniture, cost £830, estimated to realise £450. 

Cash, £32. 

Creditors (including £20 Preferential), £120. 

Contingent Liability on accommodation bills, £800 (not ex¬ 
pected to rank for dividend). 

Jones’ private assets and liabilities were as follows:— 

Residence, cost £5,000 estimated to realise £3,690 on which 
there is a first mortgage of £3,000 and a second mortgage 
of £1,000). 

Furniture, cost £700, estimated to realise £386. 

Cash, £19. 

Sundry Creditors (including £32 Preferential) £108. 

Prepare the necessary Statements of Affairs and Deficiency 
Accounts. 
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Boyle 



Deficiency Account 


Excess of assets 

t 

over liabilities 5,442 j 

Capital lost in firm . . 
Estimated losses on:— 

.. 1,200 



House 

.. 1,150 



Furniture 

.. 380 



Surplus as per Statement 

of 



Affairs 

.. 2,712 


£5,442 


£5,442 






Jones 



Deficiency Account 


Excess of assets 

over liabilities 2,261 

Capital lost in firm . . 

650 

Deficiency as per Statement of 

Estimated losses on:— 


Affairs 

. 13 

House 

.. 1,310 



P\irniturc 

314 


£2,274 


£2,274 


.. .. '"r.... 

__ 

" _ " 


Boyle and Jones 


Deficiency Account 

p]xcess of assets over 

liabilities 4,000 

Drawings: 

. . 2.750 

Hoyle 

. . 2,000 

1 Boyle 

1,400 

J ones 

. . 2,000 

; J ones 

1,350 

Boyle Advance 

600 

1 Loss by Embezzlement 

.. 4,000 

Not Profit of Business 

.. 1,932 

Estimated losses on:— 


Surplus from Boyle 

. . 2,712 

' Stoc;k 

. . 1,920 

Deficiency as per Statement of 

Furniture 

370 

Affairs 

416 

Bad Debts 

620 


£9,660 


£9,660 

Note: Profit £1,932 is 

ascertained thus: 



Sales 



£16,385 


Less Stock 1/7/48. 

8,500 


Purchases 

6,890 



15,390 


Less Stock 30 /6 /49 

6,500 



8,890 


Bad Debts .. 

2,637 


Wages 

1,290 


Greneral Expenses 

1,636 

14,453 

Net Profit 


£1,932 
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Notes : 

1. Boyle's Capital — 
Residence .. 
Furniture 
Cash 

Share in Firm 


£5,500 

830 

32 

l,200(£2,000-f 600-1400) 


Less Creditors 
„ Mortgage 


Jones' Capital — 
Residence 
Furniture .. 
Cash 

Share in Firm 


Less Creditors 


.. 120 

.. 2,000 


7,562 

2,120 


£5,442 


£5,000 

700 

19 

650(2,000—1,350) 


6,369 

4,108 


£2,261 


2. In the separate estates of Boyle and Jones it is assumed 
that the valuation of furniture is after deducting the statu¬ 
tory exemption. 

3. The foregoing solution is based on the knowledge that there 
is a surplus from Boyle’s estate. 

4. In problems of this tyj)e it is advisable, when no trial balance 
is furnished, to prepare one in order to see if the books bal¬ 
ance. Should there be any discrepancy this may be assumed 
as an unexplained surplus or dehciency, according to the 
circumstances. 

The following example illustrates the treatment of an asset of a 
particular partner given as collateral security for a debt of the firm. 

Illustrative Example 4. 

Williams and Brown, trading as The Paper Plate Company, are 
insolvent. 

Brown’s personal liabilities at 30th April, 1947 are £1,900 ; his 
private assets are £925, including bonds worth £720 pledged to a 
creditor of the firm as collateral security. 

Brown’s capital account is in debit £210. William’s private 
estate shows a surplus of £300, 

The firm’s assets and liabilities at 30th April, 1947 were :— 



362 


Insolvency and Bankruptcy. 


Assets. 

Sundry Debtors— 

Good, £700 

Doubtful, £1,000, expected to realize £800 
Bad, £1,300 

Bills Receivable, £300, expected to realize £120 
Stock £3,000 expected to realize £2,400 

Plant, etc., £850, of which part (expected to realize £500), is subject 
to Hire-Purchase Agreement. 

Freehold £2,000, expected to realize £2,400. 

Liabilities. 

Bank Overdraft, secured by Freehold, £1,900 

Loan by Mrs. Brown (wife of partner) £1,200 

Bills Payable, £1,300, including £300 Hire Purchase bills on Plant. 

Sundry Creditors £3,000 (including creditor for £900, who holds 

Brown’s bonds). 

Rates on Freehold, £170 (preferential) 

Salary due to accountant—4 weeks at £15 per week. 

Salary due to traveller—6 weeks at £8 per week. 

Prepare Statements of Affairs as at 30th April 1947, for :— 

(a) the firm, 

(b) Brown. 


Solution: 


The Paper Plate Company (Williams and Brown). 

Statement of Affairs as at 30th April, 1947. 


1 

Liabilities. 

Kxpeetod ^ 
to Rank 

.\sst<ts. 

Ksti mated 
to Produoe 

Unsecured Creditors i 

Sheet B 

Creditors Fully Secured 
Sheet C ' £2,200 

Less Seciurities . . 2,900. 

£5,478' 

Properly —Shoot F . . j 

Book Debts —Sheet G 

Surplus from Fully Secured, 
Creditors, contra 

1,620 

700 

Contra . . 700 

j 

i 

i 

Surplus fro7n Willia)ns' 
Estate . . 


Creditors Partly Secured { 
Sheet D. 

i 

300 

Total Liabilities . . I 

5,178^ 

Total Assets 

: ,370 

Preferential Creditors 

Shoot B. . . £268 

1 ! 

Deficiency 

108 


£5,478, 


£5,478 
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Brown. 

Statement of Affairs as at 80th April, 1947. 


Liabilities. 

1 

Expecited 
to Rank 

! Assets. 

! 

Estimated 
to Produce 

Unsecured Creditors . . 1 


! Property —Sheet F. 

£205 

Sheet B. ! 

Fully Secured Creditors 

£1,900 

! 

j Surplus from Fully secur- 
i ed Creditors—Contra 

701 

Sheet C. £19 

Estimated Value of 

Securities . . 720 


\ 

i Total Assets 

906 

Surplus to Contra 701 

Total Liabilities 

1,900 

i 

1 

1 Deficiency 

994 


£19,00 

\ 

£1,900 


Williams and Brown. 
Sheet B—Unsecured Creditors. 


Preferential Creditors 

£268 

Rates 

£170 

Salary (Accountant) 

50 

Salary (Traveller) . . 

48 

Ordinary Creditors 

5,210 

Trade Creditors 

£3,000 

Bills Payable (balance) 

1,000' 

Salary Accountant (balance) 

10 

Mrs. Brown 

1,200 


£5,478 


Sheet C—Fully Secured Creditors. 

j 

Estimated Surplus 

C'roditur. Debt . Value of from 

; Security Security 

Bank . £1,900 £2,400 ' £500 

Hire-Purtihase Creditor . . ., 300 500 : 200 


£2,200 £2,900 £700 

_I __ 


Sheet F—Property. 

; Estimated 
to Produce 


£2,400 

350 


£2,750 


Stock 

Plant (not given as security) 
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Sheet G—Book Debts. 


Debtor. Amount of Debt. 


I KHtimated 

Good • Doubtful ! Ha<l i to Produce 


Sundry Debtors . . £700 £1,000 £1,300 £1,500 

Bills Keceivable .. — — IHO 120 


£700 £1,000 £1,480 £1,620 


Notes : 

(a) Creditor secured by collateral security of Brown’s private 
bonds will receive an estimated dividend of £881 approximately 
from J oint Estate calculated thus— 


I’^nHocured Croditor.s 

£5,478 


Lefts Preferential paid in full 

268 

£5.210 

Total Assets 

£5,370 


Less payment to preferential creditors 

268 

£5,102 


5102 ^ 900 / V 

- of — £881 (approx). 

5210 1 \ ee / 

Thus this creditor should rank as a secured creditor in Brovm’s 
separate estate for the amount he is short paid from the Joint Estate 
(900- 881=19) 

(b) The loan by the wife of a partner to the firm ranks as an 
ordinary unsecured claim. 

TRUSTEE’S ACCOUNTS. 

The Bankruptcy Act imposes a specific duty on a trustee of 
keeping proper accounts. He should pay any moneys received 
into such bank account as directed by the creditors or as approved 
by the Official Receiver. On no account must he prxy any such 
sums into his private banking account. 

Section 144 provides for the following books to be kept by a 
trustee :— 

1. A book to record minutes, proceedings and resolutions of 
meetings of creditors. 

2. A Cash Book to record all cash transactions. 

3. Jf carrying on the debtor’s business, he must keep the usual 
trading accounts. 

4. Any other books deemed necessary. 

Every six months the trustee must file at the Court a verified 
copy of his receipts and payments together with relevant vouchers, 
if requested. The official form of this statement is given hereunder. 




commonwealth of AUSTRALIA. 

The. Bankruptcy Act 1924-1933. 


Insolvency and Bankruptcy 



Official Receiver (or Trustee) 
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Trustee’s Remuneration. 

The trustee’s remuneration may be fixed from time to time by 
resolution of the creditors or if the creditors resolve, by the Com¬ 
mittee of Inspection. Where the creditors fail to fix it, the trustee 
may apply to the Court. 

The Bankruptcy Act provides three alternative methods of 
remunerating a trustee, viz.:— 

1. A commission fixed ’within prescribed limits on the amount 
realized by the trustee after deducting :— 

(a) ''Principal'' sums paid to secured creditors in 
respect of their securities. 

(b) all amounts spent in carrying on the business of 
the debtor. 

or 

2. A fixed sum of money. 
or 

3. A pcriodicial sum or commission on the turnover made in 
the ordinary course of carrying on the debtor’s business 
as may bo fixed from time to time by resolution of the 
(Teditors and agreed to by the debtor, or as the CVnirt, 
on application, directs. 

Commission on Amounts Realized. 

The trustee is entitled to commission on the debtor’s cash and 
bank balances. 

Prior to 1932 the trustee was remunerated on the “ net realiza¬ 
tion ” of the estate; that is to say, after deducting ex})enses such 
as agent’s selling commissit)ns and auctioneer’s fees from the gross 
proceeds. Howev(‘r, in 1932 the relevant section 133 was amended 
to read “ amount realized ” in lieu of “ net amount realized.” 
Therefore, as the law is now, the trustee gets commission on “ gross ” 
realizations subject of course to deductions of amounts due to secured 
creditors by way of “ principal ” sums. It would appear that 
should the trustee have to pay iiiterwst on seemed creditors’ claims 
or rates and taxt's in order that a ])ur(;haser may obtain title, such 
expenses should he treated as administration costs: e.g., if there 
were a liability in resj)ect of a loan from A for £1,000 and £15 interest 
had accrued and the loan was secunul by a mortgage over the 
debtor’s house which realized £1,200, the trustee would be entitled 
to commission on £200 (i)roceeds £1,200 less principal of loan 
£1,000). The interest would be shown on the “ Payments ” side 
with administrative costs. 


Commission Fixed by Creditors. 

On the amount realized or brought to credit, or in case of a 
com})osi1,ion, on the amount distributed by the trustee, the rate of 
commission fixed by the creditors shall not exceed the following 
limits (as per Sixth Schedule to the Kules): 



Insolvency and Bankruptcy. 


367 


Maximum rate 
per cent 

On the first £150 .. .. .. .. 10 

On the next £150.. .. .. .. .. 7 

On the next £200.. .. .. .. .. 6 

On any excess over £500 .. .. . . 5 

In respect of any collection of book debts, a commission not 
exceeding 10 per cent, on the amount collected by the trustee may 
be fixed by the creditors (s. 133 (4) of the Act). If the resolution 
does not clearly state that the commission is in addition to the 
remuneration of the trustee fixed under s. 133 (1) it shall be deemed 
to be inclusive thereof. 


Commission on Dividend to Unsecured Creditors. 

Sometimes as part of his remuneration a trustee is allowed, say, 
5% commission on the dividend to unsecured creditors. Assuming 
the cash available subject to this commission is £3,276 and the 
unsecured creditors amounted to £8,320— 

for each £105 cash available he g(^ts £5 
/. for £3,276 he g(‘.ts ^ x 3,276 _ 

105 

Dividend Payable — £3,276— 156 == 3,120 

Trustee’s Commission is 5% on £3,120 -- 156 


£3,276 


Creditors dividend rate is: 

3120 


8320 


= 7/6 in £ 


The following example illustratt's how the trustee’s statement 
of receipts and payments account should be stated. The solution 
given is suggested for examination candidates although practitioners 
would be required to use the prescribed form. 


Illustrative Example 5. 

The estate of William Gibbs was sequestrated on 31st March, 
1948, and a final dividend was paid to his creditors on 30th Septem¬ 
ber, 1948. 

In the course of his administration, the trustee sold the Leasehold 
for £4,000 on 30th June, 1948 ; Stock for £1,100 ; Fittings for £120 ; 
and collected £5,194 from debtors (including amounts due for partly 
completed orders). 

The bankrupt died on 30th April, 1948, his life having been 
assured for £600. Annual premiums of £13 per annum falling due 
on 31st December, had been paid regularly, and the trustee collected 
such moneys as were due to him. 

You are required to determine the priority of the following items 
and, assuming the Trustee properly dealt with them, to prepare 
statement of Receipts and Payments. 
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£ 

Ground rent due on Leasehold to 30th June, 1948 

(3 months) .. .. .. .. .. .. 100 

Rates on Leasehold for year ended 31st December, 1948 

—Assessment issued February, 1948 .. .. .. 40 

Stock purchased by Trustee to complete orders .. .. 200 

Wages of workmen engaged by Trustee to complete 
orders—3 foremen at £6 per week each for 6 weeks, 

10 workmen at £4 10s. per week for the same period. 
Wages prior to bankruptcy—Foreman £30 per month 
for 5 months ; 5 workmen at £20 per month each 
for 4 months. 

Trustee’s out-of-pocket expenses .. .. .. .. 150 

Costs of Petition .. .. .. .. .. .. 45 

Mortgage over Leasehold, £1,000 with 12 months’ inter¬ 
est accrued thereon to 30th June, 1948, £50. 

Rent owing on Bankrupt’s private dwelling—5 months 
to 30th April, 1948, at £10 per month. 

Bill of Sale over fittings .. .. .. .. .. 200 

Bank Overdraft (Unsecured) .. .. .. .. 340 

Trade creditors . . . . . . .. .. .. 8,000 

Private Household Accounts—£50, of which £20 had 
been incurred since Bankruptcy. 

Funeral Expenses of Bankrupt .. .. ., ., 25 

Trustee’s remuneration at 5 per cent, on assets realized. 

Solution : 

Trustee's Statement of Receipts and Payments 
as at 30th September, 1948 


Re(*oii)ts. Payments. 


To Realization of Assets. 

• — 


1 By Costs of Adniinistration: 


Leasehold 

£4,000 


\ Purchase of Stock 

. 200 

Less Mortgage 

1,000 


Wages . . 

. 378 

- 

— 

3,000 

1 Expenses 

. 160 

Stock . . 


1,100 

Mortgage Interest 

50 

Fittings 

120 


Cost of Petition 

45 

Less Bill of Sale 

200 


Trustee’s Commission 5% on 


- 



1 £9,320 . 

. 466 

Unsecured . . 

80 


„ Funeral Expenses . . 

25 




,, Wages — 


Debtors 


5,194 

Foreman 50 


Insurance Polic.y—2 years’ pre- 


W orkmen 250 


miums 


26 

— 

300 




„ Rates 

40 




„ Balance c /d 

. 7,666 



9,320 


9,320 

'I'o Balance b /d 


7,666 

By Unsecured Creditors per list 




—dividend of 17/4.116d in 

£ 




on £8,840 

. 7,666 



£7,666 


£7,666 
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Notes : 

(i) In all States rent is not preferential. 

(ii) Trustee gets commission on gross proceeds of realization 
less any ‘‘ principal ” sums paid to secured creditors 


relative to their securities. 

(iii) Observe the order of payments. 

(iv) Unsecured Creditors. 

Wages—Foreman .. .. .. .. .. £100 

,, Workmen 5 at £30 .. .. .. 150 

Bill of Sale—balance .. .. . . . . 80 

Rent of Residence .. .. .. .. 40 

Ground Rent .. .. .. .. .. 100 

Bank .. .. .. .. .. .. 340 

Trade Creditors .. .. . . .. .. 8,000 

Household accounts .. .. .. .. 30 


£8,840 


(v) Creditors for Household Accounts are included, but only 
for the amount owing to the date of the Sequestration 
Order. 
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Question 1. 


EXAMINATION QUESTIONS. 


Prepare a statement of affairs and a deficiency 
1936, from the following particulars:— 


aecount as at Slst December, 
Book Values. 


Land and Buildings 

Furniture . 

Bills Recoivablo 
Stock 

Book Debts ... 

Trade Marks and Patents 
Sundry Creditors 
Bills Payable 

First Mortgage on Land and Buildings 
Second Mortgage on Land and Buildings 
Preferential Claims 


£16,400 - - 
120 2 - 
897 4 2 
8,000 - - 
7.833 13 6 
9,772 17 2 
18,496 17 4 
1,672 - 11 
14,400 - - 
4,800 - - 
346 11 2 


There was a contingent liability on Bills Discounted of £784 2s. Od. of 
which £80 was expected to rank. 

The bankrupt’s books disclosed trading results, which, after charging the' 
debtor’s “ salary ” of £100 per month, had been £896 16s. Od. profit for the year 
ended 31st December, 1935, and £3,218 8s. Od. loss for the year ended 31st 
December, 1936. In addition to his salary the debtor had drawn sums total¬ 
ling £800 per annum. 

It was estimated that the land and buildings would realise £18,400, the 
furniture £8, the stock £6,400 and the trade marks and patents £80. The 
book debts were considered good to the t^xtent of £4,663 12s. lOd. and 60% 
of the balance was considered to be bad. 


{Association of Accountants of Australiu.) 


Question 2. 

Jones and Brown, were made bankrupt on a creditor’s petition on 30th 
Juno, 1942. You are required to prepare a Statement of Affairs as at that 
date and a Deficiency Statement from the information furnished hereunder :— 


Unsecured Creditors are owed ... ... ...- ... ... £25,000 

Creditors (holding lien on goods for £5,000) ... ... ... 15,000 

Mortgage over Works ... ... ... ... ... ... 6,000 

Salaries and Rates (Preferential) ... ... ... ... 600 

Bills of Exchange discounted (estimated liability thereon £1,500) 6,000 

Assets—Consignments (estimated value £1,000) ... ... 10,000 

Works Buildings (cost £50,000, depreciated out of Profit and Loss 

to £37,500) value . 25,000 

Book Debt.s (good £9,000, Doubtful £3,000, estimated worth 

£1,500, balance Bad) 19,825 

Fittings and Fixtures (worth £500) ... ... ... ... 1,000 

Stock and Work in progress (valued at £9,000) . 12,500 

Cash in Hand . 125 

Bills Receivable . 660 


The business was commenced on 1st July, 5 years ago, with a Capital of 
£41,500. After charging annually £2,600 for Depreciation of Works^ £2,000 
for Interest on Capital, and £750 for a Partner’s salary, the Trading showed 
Profits of £3,250 in fimt year, £2,500 in second year and losses of £3,000, 
£3,500 and £4,760 in the next three years. Withdrawals of Peuiiners averaged 
£2,750 per annum. 


{Federal Institute of Accountants.) 
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Question 3. 


Charter and Barter are compelled to call a meeting of creditors. 

The following figijres were extracted from their books of account as on 


31et December, 1935 :• 


Cash at Bankers 

£492 

Cash in hand ...• 

28 

Stock . 

9,^00 

Machinery and Plant ... 

6,700 

300 

Motor Lorry . 

Fixtures and Fittings ... 

600 

Debtors . 

4,760 

Bills Receivable 

600 

250 

2,000 

Secured Creditors 

2,600 

Creditors on open ac¬ 
count 

19,200 

Bills Payable ... 

4,000 

Preferential Creditors ... 

1,000 


Estimated to realise 

£7,500 

99 99 99 

3,800 

99 99 99 

200 

99 99 99 

300 

good 

Estimated to realise 

300 

bad 

Estimated value of security 

3,700 


(Rent and Wages) 

Bills under Discount ... 3,000 of which £150 is expected to rank. 

Paid up Capital ... 5,000 

1 at year’s trading £956 net profit 3rd year’s trading £1,738 net loss 

2nd year’s trading £1,240 net profit 4th year’s trading £2,188 net loss 

Dividends paid : first year, £500 : second year, £750. 

Prepare a Statement of Affairs and a Deficiency Account for submission to 
the meeting. {International Institute of Accountants.) 


Question 4. 

Percival Pearson, an Importer, of Braytown, finds himself in financial 
difficulties and instructs you to prepare a Statement of Affairs and Deficiency 
Account for presentation to a statutory meeting of his creditors. The follow¬ 
ing information is gathered from liis books and other sources:— 

He has guaranteed a debt of J. Jones for £900, and lodged as security 500 £1 
shares in XL Limited paid up to 15/-d., market value 23/6 eaeh and 1,000 £1 
shares in Coppers Limited paid up to 12/6, but in respect of which notice of 
intention to forfeit has been received for non-payment of a call of 2/6 per 
share. The ^tter shares are practically unmarketable, but it is thought 
3/-d. per share (paid to 15/-d.) will eventually bo realised. J. Jones has 
already called a meeting of his creditors and expects to pay a dividend of 
2/-d. in the £ to his unsecured creditors. 

Hie other liabilities are Ordinary unsecured £2,760, Loan from his wife 
£100. Wages current £40, Hire Purchase £83 in respect of Utility Truck 
£220 (£200), Bank £2,120 secured by mortgage over Fmehold Premises £1,200 
(£950) and floating charge over Sundry Debtors £1,670, (Good £1,200, Doubt¬ 
ful 12/6 in £, Bad £230) and Stock in Trade £963 (800), and Claim under 
Workers’ Compensation Act £270 (uninsured and not brought to account in 
the books). 

His other assets are Plant and Other Vehicles £560 (£300), Fixtures £310 
(£160), Bills Receivable £420, of which £300 discounted with his Bankers. 
One of the discounted Bills for £72 is likely to be returned unpaid but eventu¬ 
ally met. Policy of Assurance over his own life—10 years in force, for £1,000, 
on which three quarterly premiums of £12 each remain unpaid. 

Note :—^The figures in parenthesis represent estimated realisable values. 

The Debtor supplies you with the further information. Commencetl 
business four years ago with a capital of £1,500 and after drawing a salary of 
£450 per annum, and crediting interest on capital at £75 per annum, his 
trading resulted in net profits of £250 and £300 for the first and second years, 
and losses of £375 and £650 for the third and fourth years. He sustained loss 
by private action at Law of £275. He owns no private assets and has no 
further liabilities. 

Draw up Statement of Afiairs as at 30th June, 1942, and Deficiency Account 
explaining the deficit. You are also required to state the estimated dividend 
in the £ payable to Unsecured Creditors calculated to two decimal places. 

{Federal Institute of Accountants.) 

Z 
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Question 5. 

A Dentist, with a practice returning an average net income of £2,000 per 
annum, had become financially embarrassed owing to unsuccessful mining 
speculations. He instructed you to endeavour to arrange a private compro¬ 
mise with his creditors. From his records you have obtained the following 
information as at June 30, 1938 :— 

You ascertain that patients* fees^amoimting to £1,500 are outstanding, but 
it is considered that 20% are probably irrecoverable. 

The lease of his consulting rooms has a period of three years to run, and ho 
has an offer to sub-let at a profit of £100 per annum. The Landlord has 
offered him a lump sum of £450 to surrender the lease. The rent has been 
paid to date. 

His instruments, furniture and fittings cost him originally £2,500, but at 
the present value is assessed at £1,200. These assets are subject to a Bill 
of Sale for £500. 

His shares in Mining No-Liability Companies, are, at present values, worth 
£400, but there are calls due thereon amounting to £80, £20 of which are pay¬ 
able on shares which are worth £15 at present quotations. The equity of 
redemption on these shares has not yet lapsed. 

His private residence and the furniture therein were settled upon his wife 
under a marriage settlement, but were pledged by her to the Bank under a 
guarantee to secure his overdrawn account, which at Jime 30 stood at £1,300. 

In addition to the foregoing liabilities, he owed Federal and State Income 
Taxes amounting to £120; private loans without security, £1,500, and for 
household accounts, £250. 

Prepare a statement for the information of his creditors and set out a 
scheme of compromise which you would submit for their approval. 

{Commonwealth Institute of Accountants,) 

Question 6. 

Dot and Dash filed their petition in bankrupcty on 31st December, 1939. 
An examination of the books revealed the following facts :— 


Unsecured Creditors .£50,000 

Creditors partly secured by liens on goods for £10,000 ... 30,000 

Creditors fully secured by mortgage on property . 11,000 

Rates due 18/3/38, £200 
Kates due 20/3/39, 200 

- 400 

Salaries for current week ... ... ... ... ... ... 50 

Rent—5 months at £30 per month ... ... ... ... 150 


Bills of exchange for £8,000 had been discounted with their bankers, on 
which it was estimated there was a liability of £1,000. 

The Assets were ;— 

Consignments ... ... ... £20.000 estimated to realise £2,000 

Book Debts . 16,000 „ „ 16,000 

Do. 6,000 „ „ 2,000 

Do. 14,000 „ ,, nil 

Buildings and Works . 60,000 (original £80,000) 55,000 

Stock and Work in Progress ... 20,000 estimated to realise 14,000 

Furniture, etc. 1,600 „ „ l,u00 

Cash and Bills . 1,400 „ „ 1,400 

Dot and Dash had commenced business on 1st January, 1935, with a 
capital of £60,000. 

They charged each year ;— 

£4,000 Depreciation of Works. 

£3,000 Interest on Capital. 

£1,000 Salaries of Partners. 

Withdrawals of partners were £5,000 per annum. 

The trading was as follows :— 

1935— Profit £6,000 1937—Loss £4,000 

1936— Profit 3,000 1938—Loss 6,000 

1939—Loss 6,600 

You are required to draw up the statement of affairs and prepare the 
Deficiency Account. 

{InlerruUional Institute of Accountants.) 
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Question 7. 

Thomas Jones, whose Head Office was in Sydney, commenced business 
five years ago with a capital of £84,000. He now ffiids himself in financial 
difficulties and requires a Statement of Affairs as at Slst December and 


Deficiency account for full period. 

He supplied the following information. 

Book Debts in Sydney . 3.090 

Good £2,682 

Doubtful 340 (estimated to produce £170) 

Bad 68 

Office Furniture (estimated to produce £400) ... ... ... 578 

Cash in Hand ... ... ... ... ... ... ... 8 

Cash at Bankers ... ... ... ... ... ... ... 160 

Stock a,t Sydney (estimated to produce £2,400) ... ... 2,612 

Buildings, Plant and Machinery (estimated to produce £40,000) 80,000 

Assets at Branches (estimated to produce £46,720) ... ... 73,168 

Unsecured Creditors ... ... ... ... ... ... 17,660 

Fully Secured Creditors (assets held as security cost £5,260) ... 4,704 

Partly Secured Creditors (assets held as security cost £36,196) 75,394 

Preferential Creditors ... ... ... ... ... ... 1,644 

Bills Payable ... ... ... ... ... ... ... 40,132 

Bills Receivable—Discounted (expected to rank £2,000) ... 11,766 

Trading for the five years resulted in :— 

First year —Profit ... ... ... ... ... ... 10,000 

Second year —Profit ... ... ... ... ... ... 8,000 

Third year —Loss ... ... ... ... ... ... 4,200 

Fourth year —Loss ... ... ... ... ... ... 5,200 

Fifth year —Loss. 6,062 


after allowing for Interest on Capital at £4,000 per annum. Private 
withdrawals were £9,000 each year. 

{Association of Accountants of Australia.) 


Question 8. 

From the following information compile Statement of Affairs as at 31st 
December, 1936, of a Shoe Manufacturer. 

Real Property £8,000—subject to a mortgage of £6,750 with interest at 
6% per annum paid to 30th June, 1936. Estimated value £7,500. 

Stock in Trade—book value £5,700—subject to a charge of £3,000 with 
interest at 8% per amium paid to 30th September, 1936. Estimated to 
realise £4,900. 

Motor Car—valued at £220—held by A. Lender as security for an advance 
of £200 carrying interest at 12^% per annum paid to Slst December, 1935. 

Plant and Machinery, £2,700. Estimated to realise £1,900. 

Office Furniture and Fittings, £800. Estimated to realise £500. 

2,000 Shares in Investments Ltd. of £1 each paid to 7/- per share—quoted 
at 8/3 per share—call of 1/- per Share on Ist December, 1936, still unpaid. 

Life Policy £3,000, payable at death—two years’ premiums £120 paid 
30th September, 1930—Policy held by Assurance Company as security for 
Loan of £600 with interest at 5% per annum paid to 31st December, 1936. 
Surrender value of Policy, £900. 

Book Debts, £4,200—including £1,500 due hy Leather Supplies Ltd. for 
shoes. 

Sundry Creditors £11,180—including an amount of £2,000 due to Leather 
Supplies Ltd. for materials, and £300 preferential. 

Debit of £730 in his Capital Accoimt in a tannery partnership. 

Bills Receivable (discounted), £1,900. Expected to rank £270. 

{Association of Accountants of Australia.) 
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Question 9. 

Johnson and Trent, being unable to meet their obligations require you to 
prepare a Statement of Affairs for the partnership as at Slst December, 1948. 

Estimated 



Book Value. 

to Prodwie. 

Freehold Lands 

£500 

£600 

Leasehold Premises (annual rental 

£50— 


six months in arrears) ... 

4,200 

3,900 

Plant and Machinery ... 

3,000 

2,100 

Stock in Trade 

1,300 

700 

Book Debts— 



Good . 

900 

900 

Doubtful ... 

600 

200 

Bad . 

2,500 



Cash £20 ; 400 shares in Hardware Company Ltd. (In liquidation) of £1 
each—6/- paid—balance called up—^no return of capital expected. 

Furniture, £300, over which there is a registered Bill of Sale to secure the 
repayment of £200—expected to realise £250; Bills Receivable, £500, of 
which £200 is estimated to be bad. 

Bank Overdraft (partnership), £1,200, secured by the deposit of deeds of the 
freehold lands and Johnson’s private home (the latter is valued at £1,000); 
Sundry trade creditors, £6,720, of which £150 are preferential; Loan from 
T. Jones, £1,500, who holds a charge over the Plant and Machinery—^three 
years* interest at 7 % outstanding ; Contingent Liabilities on Bills Discounted, 
£1,900—expected to rank at £750 ; Damages awarded against firm for broach 
of contract, £2,000. 

Trent’s private assets amount to £670 and his private debts total £450. 
In addition to his private home, Johnson possesses furniture valued at £100 ; 
his debts total £200. 

Note :—The prescribed forms and schedules need not bo followed. Details 
may be given in one statement. 

{Association of Accountants of Australia.) 


Question 10. 

The Balance Sheet of Jay and Kay, who were made bankrupt, was as 


follows ;— 


LIABILITIES. 


Sundry Creditors ... 

... £6,000 

Bank Overdraft ... 

4,000 

Bills Payable 

8,000 

Bent Unpaid 

100 

Salaries Unpaid ... 

100 

Oanital Accounts— 


* Jay 3,000 


Kay 3,000 


— 

6,000 


£24,200 


ASSETS. 


Freehold and Buildings ... 

£4,000 

Machinery and Plant 

6,000 

Sundry Debtors 

6,000 

Stock-in-trade 

8,000 

Cash in Hand 

200 


£24,200 


A valuation of the assets was made, disclosing the following values : Free¬ 
hold and Buildings, £3,200 ; Plant and Machinery, £4,000 ; Book Debts— 
Good, £3,000; Doubtful, £2,000 (estimated to produce £1,400); balance— 
bad. Stock 10/- in the £. 

Jay had private liabilities amounting to £3,200, whilst his only assets were 
personal property and furniture which had cost him £1,600. He had paid 
Life Insurance premiums to the extent of £800. 

Kay’s private debts totalled £6,000, ho owned a property costing £2,000, 
and personal effects and furniture which had cost £1,200. Life Insurance 
premiums paid were £1,000. His Bank held the Deeds of his property and 
his Life Insurance policies. 

Jay’s furniture, etc., was valued at £1,000 and Life Policy surrender value 
£400. He agreed to make the latter available to his creditors. 
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Kay's property was valued at £1,500» his furniture, etc., at £800, and his 
Life Policy £600 (in force for only 4 years). 

Prepare Statements of Affairs and Deficiency Accounts of the Partnership, 
and the Part.ners. You are informed that the rent owing is 3 months overdue 
and that salaries unpaid represent two men each £50. 

(Federal Institute oj Accountants.) 


Question 11. 

From the following infoniiation you are asked to prepare :— 

(a) Statement of Affairs for submission to a meeting of creditors of A, 
B, and C. 

(b) Deficiency Account showing the losses made by the business since 
its purchase on July 1, 1940, for £200,000. 

(c) Realisation Account allowing result and the dividend payable to 
unsecured creditors. 

On Juno 30, 1944, the business suspended payment. The books showed 


the following liabilities and assets. 

Sundry Creditors ... .. ... ... ... ... ... £40.000 

Salaries and Wages Unpaid ... ... ... ... ... 4,500 

Bank Overdraft (secured by charge over Plant and Machinery 

and Shares in Companies) ... ... ... ... 85,000 

Debtors—Good £25,000, Doubtful £12,000, Bad, £8,000 

Stocks . 83,000 

Shares in Companies ... ... ... ... ... ... 55,000 

Patents and Trade Marks ... ... ... ... ... 25,000 

Cash in Hand ... ... ... ... ... ... ... r»00 

Bills Receivable ... ... ... ... ... ... 2,(»(»0 

Machinery and Plant ... ... ... ... ... ... 150,000 


Statement (a). For the purpose of preparation of Statement (a) it may be 
taken that tlie Plant and Machinery are worth 7/6 in £, Shares in Companies 
8/“ in £, Patents 2/- in £, Stocks £50,000, Doubtful Debts 10/- in £, Bad 
Debts are valueless, and other assets worth 20/- in £. 

With regard to Liabilities, Salaries £4,500 are to bo treated as preferentiaL 
There were Bills Discounted to the amount of £26,000 of which £5,000 were 
regarded as doubtful and ranked at 10/- in £. The costs of realisation wore 
estimated at £2,500. 

Statement (b). The books for the four years showed the undermentioned 
profits and losses after charging the Salaries of partners and Depreciation. 


Depreciation. Salaries. 

1940/1 Profit . £38,900 £5,000 £3,000 

1941/2 „ . 34,000 4,500 3,000 

1942/3 Loss . 15,150 4,000 3,000 

1943/4 „ 20,350 3,500 3,000 


Before ascertainment of the above-mentionoil not profits in the first twa 
years £20,000 was placed to the credit of Internal Reserve Accounts, but since 
then half of this amount has been written back to the credit of Profit and 
Loss and is included in the figures given above for 1942/3 and 1943/4. 

Statement (c). The estimates given above were subsequently found to 
work out as under. 

Machinery and Plant were sold for ... 

Shares in Companies realised ... 

Patents and Trade Marks realised 
Stocks realised 

Bills Receivable lealised ... ... ... . 

Cash and Debtors (good) were realised in full 

Debtors doubtful and bcld realised in all . 

Loss on Bills under discoimt was understated by 
Realisation Expenses were allowed at 2i% on total receipts 
(excluding securities pledged to Ba^) and 2J% on 
dividends paid to unsecured creditors. 

(Commonwealth Institute of Accountants.), 


£45,000 

24,750 

13,000 

48,000 

1,850 

8,500 

760» 
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QuMtion 12. 

Ray and Rawson carried on a drapery business in partnership and on 30th 
June being in financial difficulties they called a meeting of their creditors and 
laid before them a statement of their affairs compiled from the following 


information:— 

£ 

Cash in hand ... ... ... ... ... ... ... 20 

Stock in Trade. 800 

Valued at £600 

Book Debts (Good) . 400 

Doubtful £340—Bad £400 ... ... ... ... 740 

Estimated to produce £240 

Furniture and Fittings cost . 730 

Valued at £230 

Freehold property ... ... ... ... ... ... 1,000 

Mortgaged for £800 

Unsecured Creditors : Sundry 2,400 

A. Rutley 1,600 

Preferential Creditors for Rent, Wages, 

etc. ... ... ... ... 230 

Estimated surplus from Private Estate of Ray ... ... £340 

Estimated deficiency from Private Estate of Rawson ... £730 


The debt due to A. Rutley has been claimed by his Trustee in Bankruptcy 
and represented the amount due to him for moneys lent to the firm at a rate 
of interest varying with the profits. 

At a mooting the creditors intimated that they wore prepared to accept 
10/- in the £ in full satisfaction and J. Tillott was appointed Trustee to realise 
the Assets and pay the dividend. 


The assets realised :— 

Stock in Trade ... ... ... ... ... £620 

Book Debts . 630 

Furniture and Fittings ... ... ... ... 250 

Freehold Property ,. 930 

Ray's Private Estate ... ... ... ... 230 


The Trustee's expenses were £56 in addition to which he received 5% on the 
total amounts realised. 

Prepare :— 

1. Statement of Affairs presented at the Mooting ; and 

2. Trustee's Final Account recording the disposition of the estate. 

{Association of Accountants of Australia,) 


Questio7i 13. 

On the petition of a creditor, a Sequestration Order was made agcunst X 
on the 1st March, 1936. 

The Trustee realised the assets (including household furniture £300) and 
hold the sum of £3,420 for distribution amongst the following creditors :— 
Cost of petitioning creditor ... ... ... ... ... £47 

Trustee’s out-of-pocket expenses and costs ... 96 

Trustee’s commission ... ... ... ... ... 180 

Wages— 

Accountant—6 weeks preceding bankruptcy at £10 per week. 
Engineer—10 weeks, at £8 per week (discharged 31st December, 1935) 
Junior Clerk—20 weeks preceding bankruptcy at £1/10/- per week. 
Income Tax— 

for year ended 30th Juno, 1933 . £94 

»* 1* tt It ft 1934 ... ... ... ... 65 

„ „ 1935 . 60 

Rent of private residence for 5 months ended 29th February, 1936, at 
£12 per month. 

Sundry Trade Creditors £5,620. 

You are required to prepare the Trustee’s final Statement of Account and 
show the rate of the dividend paid to ordinary creditors. 

(Association of Accountants of Austrcdia,) 
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Question 14. 

A Sequestration Order was made against S. Wade, Timber Merchant, on 
1st July, 1936. 

The Trustee was authorised to carry on the business for a period of twelve 
months, during which time he received £5,200 for timber sold and paid £2,400 
for purchases and £1,200 for wages. 

At the end of the year the Stock was sold for £2,100; Plant for £960 ; 
Goodwill for £1,200 ; Office Furniture for £30; and Leasehold Premises for 
£1,900, loss Mortgage £1,785. 

The Trustee also collected Wade’s private Bank Accounts £610 which in¬ 
cluded £500 held by him as Honorary Treasurer of a Traders’ Association. 

The following debts and expenses were also taken into account :— 


Legal Costs incurred by Trustee. £270 

Advertising by Trustee . 20 

Ground rent of Leasehold for two years ended 30/6/37 ... 100 

Allowance to Wade in consideration of his services since seques¬ 
tration ... ... ... ... ... ... ... ... 250 

Auctioneer’s commission on assets sold ... ... ... 120 

Trustee’s remuneration at:— 

3% on assets realised, including sales during year 


2% on amount distributed to ordinary trade creditors as at 
the date of sequestration 

Wages prior to sequestration (preferential) ... ... ... 50 

Unsecured trade creditors— 

As at date of sequestration ... ... ... ... 9,000 

Since sequestration ... ... ... ... ... ... 320 

You are required to prepare Trustee’s Statement of Account, showing the 
disposition of the Estate. 

{Association of Accountants of Australia.) 


Question 15. 

You. are approached by Mr. William Broke, Manufacturer, who has had 
judgment recorded against him by one of his creditors, namely, XY Co. Ltd., 
and who have served a Bankruptcy Notice on him. You ascertain that he 
has a number of other creditors in addition. His assets are not readily 
realizable. 

To avoid being made bankrupt it was arranged, after consultation with his 
principal creditors that he execute a Deed of Assignment pursuant to Part 
XII of the Bankruptcy Act, 1924-1933, appointing you Trustee for the benefit 
of creditors. 


The Deed was executed on 31st March, 1942. 


An investigation of his books of Account and from information furnished 

you, it is revealed that his position is as follows:— 

As per 

Estimated 


Books. 

to Realise. 

Assets — 

£ 

£ 

Property. 

6,000 

5,000 

Plant . 

2,000 

1,500 

Book Debts . 

1,500 

1,000 

Dodge Motor Car 

350 

250 

Stock in Trade . 

1,000 

750 

LMN Bank Ltd. 

55 

55 

Sundry Private Assets . 

500 

400 

Liabilities — 

AB Pty Ltd. (who hold fk first mortgage over 
the property) 


1,000 

KS Ltd. (who hold a second mortgage over 
the same property) . 


650 

XY Co. Ltd.—Debt. 

100 


Legal Costs. 

15 



— 

115 
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£ 

Sundry Trade Creditors . 5,860 

Sundry Private Creditors . 75 

John Lender—Cash advanced and who holds 
an unregistered Bill of Sale over Dodge 

Motor Car. 100 

Federal Income Tax—year 30/6/41—esti¬ 
mated, assessment not yet issued ... 225 

Sales Tax . 100 

Wages Tax—wages book short stamped ... 40 

Mrs. Broke—wife of debtor, for cash loaned ... 400 

L. Broke—father of debtor, for cash loaned 200 

Employees — 

B. Anderson ; Commission £10 each month 

for last 8 months . 80 

D. Bums ; Salary, February and March, and 
who holds dishonoured cheque for this 
sum ... ... ... ^ ... ... 60 

Ernest Broke ; brother of debtor. Wages— 

March ... ... ... ... ... 55 

Frank Broke; son of debtor. Wages—March 10 

George Broke; uncle of debtor. Wages— 

March . 20 

H. Higgs ; 2 weeks’ holiday pay . 15 

K. Bates ; Wages owing since September, 

1941 . 8 

L. Lett; Rent, 6 months at £10 ... ... 60 


(1) Prepare Statement of Affairs for submission to creditors. To conserve 
space show Preferential Creditors and Ordinary Creditors in total only 
on Statement, and support by detailed schedules. 

(2) Explain briefly, what you would do with any surplus after all creditors’ 
proved claims are paid in full. 

(The Institute of Chartered Accountants in Australia,) 


Question 16. 

As trustee of the bankrupt estate of Alex Jones, you are about to finalise 


^our accounts. The following debts are outstanding :— 

Commi8.sioner of Taxation—£ 

Pay Roll Tax. 15 

Sales Tax ... . . 130 

Federal Income Tax (last year’s assessment) . 970 

Postmaster-General—^Telephone Service ... ... ... ... 25 

J. Small—10 weeks wages @ £7 10s. per week ... ... 75 

Leslie Jones (son of banl^pt)—^wages 4 weeks @ £6 per week... 24 

Mrs. Jones—for advance to her husband, the banl^pt ... 600 

Petitioning Creditor*8 Costs (Taxed) ... ... ... ... 35 

H. Hickey— 2 weeks holiday pay ... ... ... ... 16 

L. Leslie—^rent—6 months at £10 a month ... ... ... 60 

T. Thomas—Commission £8 each month for last seven months 

prior to sequestration 56 

County Council—^Electricity . 18 

Trade Creditors . 1,025 

You are required to make a list of— 

(a) preferential creditors; and 

(b) ordinary unsecured oreditoxs. 


N.B.—The preferential list should observe the prescribed order of priority. 

(Sydney Technical College,) 
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During the printing of thi^ edition the Inmtute of Chartered 
A ceountants in England and Wales issued their Reconunend/ifions on 
Accounting Principles as regards accounts of deceased estates and 
trusts. For the benefit of practitioners these are reproduced in the 
Appendix with the permission of the Institute. 

TERMS USED 

Abatement. 

A pro-rata reduction of legacies due to the fact that the assets 
of the deceased are insufficient to pay his debts and the legacies 
in full. 

Ademption. 

The complete or partial extinction or withholding of a legacy 
by some act of the testator during his life other than revocation 
by a testamentary instrument : e.g., sale of an object specifically 
bequeathed. 

Administrator [fern. Administratrix]. 

A person appointed by the Court to administer the estate of an 
intestate person or of a testator who does not aj)point an executor 
or where the executor api)ointed does not or cannot act. 

Apportionment. 

The allocation of receipts and expenditure between the interests of 
income and capital to adjust the rights of life-tenant and remainder¬ 
man. 

Corpus. 

A term used to denote the “ Capital ” part of the estate and also 
represents the interest of the remaindermen. 

“ Cum div/» 

Literally “ with dividend/' is a term applied to investments such 
as Government Bonds and Inscribed Stock, Shares, and Debentures, 
signifying that the valuation at which they are quoted includes the 
icorued interest or dividend. 



Executorship. 


381 


Death Duty, Probate Duty, Succession Duty and Estate Duty. 

The terms variously used by the Commonwealth and States to 
denote the duties charged by them on the net value of the assets 
listed in the probate statement, or, for Commonwealth purposes, 
the Federal Estate Duty Return, e.g., 

Commonwealth— Estate Duty. 

New South Wales—Death Duty. 

Victoria— Probate Duty. 

South Australia— Succession Duty. 

Queensland— Succession Duty. 

Western Australia—Succession Duty. 

Tasmania— Estate Duty. 

Devise. 

A gift of real property by will, e.g., a freehold, to a person who is 
known as a “ devisee.” 

“ Ex div.’’ 

Literally “ without dividend,” is a term applied to investments 
such as Government Bonds and Inscribed Stock, Shares and 
Debentures, signifying that the valuation at which they are quoted 
does not include the accrued ink^rest or dividend. It is the opposite 
of “ cum div.” 

Executor [fern. Executrix]. 

A person nominated by a deceased in his will as being authorised 
to administer his estate and distribute it according to his directions 

Executor’s Year. 

The period of twelve months as from the date of the deceased’s 
death. An executor cannot be compelled to pay legacies within 
that period unless so directed in the wdll. 

Intestacy. 

(1) A total intestacy occurs where a person dies without leaving 
a valid will, or leaving a will wliich, though properly executed, is 
inoperative, as when the testator survives all beneficiaries and the 
executor named in the will ; (2) a partial intestacy occurs where 
a person dies having made a will which does not dispose of the 
whole of his assets. He is then said to be intestate as to those 
assets undisposed of by his will. 

Intestate. 

A person who dies under circumstances rendering his estate 
liable to be distributed in intestacy. 

Legacy. 

A gift of personal property" by will, e.g., cash, furniture, motor 
car, etc., to a person known as a “ legatee.” 

Letters of Administration. 

The formal authority granted by the Court to an administrator 
empowering him to administer the estate of a person who dies 
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intestate, or without an executor surviving or liaving been appointed^ 
or where the executor named in tlie will does not or cannot act. 

Life-tenant. 

The person nominated (e.g., by will) to enjoy property or the 
income therefrom so long as he lives. 

Personalty or Personal Property. 

All assets other than freehold, e.g., a leasehold, cash, furniture 
and stock. 

Probate. 

The official grant of tlu* (^ourt to the (‘xc'cutor of the right to 
deal with the estate of the deceased. 

Probate Statement. 

One in which the d‘‘ceased’s assets and liabilitic's are listed as 
at the date of his dc^atli. Duty payable to the Crown is assessed 
on the not value of the assets so stated. 

Realty or RealjProperty. 

Land and such other things as are by Ian’ considered to he part 
of the land, e.g., houses. A freehold estate is an interest in land 
which amounts to real property (e.g., an estate in fee siinjile, a life 
estate). It is of certain tenure and indefinite duration as opposed 
to a leasehold estate which is of definite duration and is personal 
property. 

Remaindermen. 

Those persons who take the estate or some portion thereof on the 
determination of a prior CvState, e.g., when a life estate determines 
on the death of the life-tenant. 

Residue. 

The remainder of a deceased person’s estate after payment of 
debts, funeral and testamentary exjienses, dc^ath duties, legacies, 
and annuities and satisfaction of specific devises. 

Testamentary Expenses. 

Those incidental to the proving of the will or obtaining letters 
of administration and including legal costs and State, Death, etc., 
duties. Fed(?ral Estate Duty is not classed as a testamentary 
exjense. 

Testator ffem. testatrix]. 

A person who makes a will, especially a person who dies leaving 
a valid will. 

Trustee. 

A person charged with the administration of a trust and in whom 
is vested the “ legal ” estate, the beneficial interest being vested in 
persons known as the “ Cestuin que trust"" 
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Will. 

A written instrument in which a testator directs the mode in 
which his property is to be distributed after his death. No particular 
form is required provided the will conforms to certain statutory 
requisites. 


INTRODUCTION.! 

On the death of a person two important considerations connected 
with his estate are : (a) how the estate is to be distributed, and 
(b) who is to undertake the distribution. The answers to these 
questions will depend upon whether the person has died testate or 
intestate, i.c., whether he has left a valid will or not. Where the 
deceased has left a will and in that will named an executor, then the 
executor so named is the person to carry out the wishes of the 
deceased and to distribute the estate in accordance with the 
provisions of the will. But where a testator dies and leaves a will, 
but does not name an executor, or where the executor named is 
unwilling or incapable of acting, an administrator will be appointed 
“ cum testamento annexo to administer the estate, according to 
the terms of the will. 

If the })erson dies intestate then the Court will appoint an admin¬ 
istrator to distribute the estate of the deceased in accordance with 
the Statutes of Distribution. - 

Both executors and administrators are referred to as legal personal 
representatives of the deceased. 

Where a person dies leaving a valid will, he is known as a testator 
(fern, testatrix) and should he not do so he is termed intestate.’' 


EXECUTORS. 

An Executor (fern. Executrix) is a y)erson sjx'cificd by the testator 
in his will as being authorised to administer the estate and distribute 
it as directed by tlie will. 

The main duties of an executor are as follow^s :— 

(a) to have the deceased suitably buried. 

(b) to prepare an inventory of the assets aftc'r having them 
valued where necessary. 


^For a detailed study of this subject, reforeiico should he made to ‘'Executor¬ 
ship Accounts (Australia),” by K. Bryan Smyth, published by The Law Book 
Company of Australasia Pty Ltd. 

^N.S.W.—Wills, Probate and Administration Act, 18!)S-1947. 

Vic. —Administration and Probat>e Act, 192S-lh4(). 

S.A. —Administration and Probate Act, 1919-1937. 

W.A. —Administration Act, 1903-1945. 

Public Trustee Act, 1941-1947. 

Tas. —Administration and Probate Act, 1935-1943. 

Q’ld. —Probate Act of 1867. 

Public Curator Acts, 1916-1945. 
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(c) to advertise for creditors to make their claims. 

(d) to apply for probate of the will. 

(e) to gather in the estate assets. 

(f) to pay the deceased’s lawful debts. 

(g) to pay the legacies and hand over the devises in accordance 
with the will. 

(h) to distribute the residue of the estate as directed by the 
will. 

It should be observed that the executor derives his authority 
from the will. Should a person assume the office of executor with¬ 
out authority he is known as an executor de son tort ” (i.e., of 
his own wrong). Such a person who thus interferes with something 
which does not concern him may, nevertheless, be liable as an 
executor. 

Probate is the official grant of the Court to the executor of the 
right to deal with the deceased’s estate. The term also signifies the 
formal proving of the will. 

To obtain probate the executor is required to prepare a Probate 
Statement in which are listed the deceased’s assets and liabilities 
as at the date of death. It is on the net value of the estate as 
disclosed by this statement that death, probate, etc., duty ” is 
assessed.^ 

Two classes of duty are payable on the net value of the estate, 
viz. :— 

(1) Duties levied by and payable to the States. 

(2) Federal Estate Duty payable to the Commonwealth 
Government on the net value of the estate after deducting 
the amount of State duty. 

Two returns, which are really inventories of the deceased’s 
assets and liabilities, are retjuired to be lodged, viz., 

(a) The Stamp Affidavit whicb is required by the vanous 
State Acts to be rendered to the Commissioner of Stamp 
Duties, or other appropriate person, for the purpose of 
assessing State Death or Probate Duty. This return is 
very similar to the Estate Duty Return and is merely a 
statement of assets and liabilities as at the date of the testa¬ 
tor’s death. 

(b) Estate Duty Return, or Statement of Assets and Liabilities 
which is required by the Estate Duty Assessment Act, 1914- 
1947, to be rendered to the Deputy Commissioner of 
Taxation for the purpose of assessing Federal Estate Duty. 
A specimen of this return is given on pages 386 et seq. 


^The term “ death duty ” as used throughout this chapter means thfr 
duty referred to on page 381. 
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The Probate Statement. 

One of the first duties of an executor is to prepare the probate 
statement in which are detailed the assets and liabilities of the 
deceased as at the date of his death. It is customary to group tl^e 
assets under the headings “ Real Estate ” and Personal Estate/^ 
and from the gross assets is deducted the total of the liabilities. 

Valuation of Assets for Probate Purposes. 

As soon as possible after the date of death, the executor should 
take steps to have the estate assets correctly valued as at the date of 
death because it is on these values that probate and estate duties 
will be levied. 

The valuation of freehold land and buildings should be made by 
a competent valuator; where there is a Government valuator his 
valuation may be compulsory or preferred. Any rent accrued up to 
the date of death is included as part of the estate. Furniture and 
Effects should also be valued by a qualified valuator. 

Book debts, bills receivable and stock-in-trade should be estimated 
and provision made for possible losses. 

Stocks and shares in companies should be valued from official 
market quotations where listed or from certificates from the com¬ 
panies whose shares are not quoted on the Exchange. However, 
the provisions of the Stamp Duties Acts and like statutes in force 
in the various States must be observed. For example in New 
South Wales it is provided that in the valuing of shares for the 
purposes of the Stamp Duties Act, no provision in the memorandum 
or articles of the company whereby the value of shares of a deceased 
or other member arc to be determined, shall be applicable. Further, 
the valuation is to be made on the basis that the memorandum or 
articles satisfy the requirements of the Stock Exchange to enable 
the company to be placed on the current official list of the Stock 
Exchange at the relevant time. The provisions aim at solving 
the difficulty of valuing shares of proprietary companies which 
contain restrictive clauses in their memorandum or articles regard¬ 
ing the dealings in their shares. 

In valuing shares from market quotations it is customary to 
add one quarter of the difference between the published closing 
prices to the lower of the two quotations, e.g., if the quotations were 
sellers 26 /- and buyers 24 /- and there were no sales for the day, the 
probate value would be 24/- + ^ (26 — 24) = 24/6. 

However, there is no uniformity throughout the various States 
as regards the method of valuation. 


Preparation of Probate Statement. 

In preparing this statement the following points should be 
observed : 

(a) all interest, rents and other income accrued up to and 
inclusive of the date of the testator’s death must be brought 
into the Probate Statement as being part of the deceased’s 
estate. A man is presumed to have lived on the day he 
died. 
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Administrator! shonld note carefoll 
Act provides for the imposition of an" 


STAIEMENT OF ASSETS 

hs 4 to 84 inclusive of the declaration on nase 1 of this form 
tlonal duty for failure to disclose any part of the dutiable estate 


Total as For Office 
shown in use only. 
Schedule. £ (to 

nearest £). 


*Real Estate as per Schedule No. (that in each State to be shown 
'separately. References to Titles and full description should be 
supplied in respect of each parcel similar to details as furnished 
for Federal Land Tax purposes in order to facilitate identification 

and valuations) . 

Particulars of real property being the beneficial interest held by the 
deceased immediately prior to his death, in a joint tenancy or 
joint ownership with other persons. The date of creation of the 
joint tenancy and the amotmt contributed by each tenant should 
be stated, as per Schedule No. . 

Total Real Estate . 

ts 

tPersonal Estate (that in each State and outside Australlia to be shown 
separately)— 

Leasehold estate of all kinds as per valuations in Schedule No. 
(Particulars should be supplied of term, rental, building, coven¬ 
ants, and basis of valuation) . 

Rents due or accrued at date of death, as per Schedule No. 

Life Insurance Policies cuid Bonuses, as per particulars in Schedule 

No. . 

Money in hand or house . . 

Money in Bank on current account including accrued interest (state 

the Banks) . 

Money in Bank on fixed deposit (state the Banks). 

Accrued interest to date of death on fixed deposits (state dates and 

periods of deposits and rates of interest) . 

Mor^ages }as per Schedule No. 

Debentures of all kinds. Treasury BUls, and other similar securities, 

and accrued interest, as per Schedule No. . 

Debts due to the estate, as per Schedule No. . 

Shares in Companies.1 as per Schedule No. 

Dividends on shares in Companies un- Mthose in each State to 

oolleotod at date pf death.J be shown separately) 

Fumiture and household effects, as per Schedule No. 

Watches, Trinkets, Jewellery, Clothing, &c., as f?©r Schedule No. 
Motor Cars, Carriages, Harness, and Saddlery, as per Schedule No. 

Crops, as per Schedule No. . 

Numl^r and Value of Bushels in Wheat Certificates held by de¬ 
ceased for each Pool, as per Schedule No. 

Live Stock, as per Schedule No. . 

Farming implements, as per Schedule No. . 

Plant, &c., as per Schedule No. . 

Tools, as per Schedule No. . 

Stock in shop or business, as per Schedule No. . 

Goodwill of trade or business. Details of valuation should be 

supplied . 

Interest in a deceased person's estate, as per Schedule No. 
tTotal value of interests mentioned in paragraphs 4, 5, 6, 8 and 8 a of 

declaration, as per Schedule No. . 

Interest in a partnership, as per balance-.sheot and valuations, as 

per Schedule No. . 

Particulars of personal property being the beneficial interest held by 
the deceased immediately prior to his death in a joint tenancy or 
joint ownership with other persons. The date of creation of the 
joint tenancy, and the amoimt contributed by each joint tenant, 

should 1>5 stated, as per Schedule No. . 

Property over which testator had general power of appointment 
which was exercised by his Will, as per Schedule No. 

Personal property outside Australia, as per Schedule No. 

Other personal property not coming imdor any of the above head- 
ings, as per Schedule No. 

Total Personal Estate . 


Total Real and Personal Estate ... 
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AND LIABILITIES. 

nbtiiuE to gifts, settled property, Joi&t^wneisbips, Mxd life poUoies. Section 47 a of the SitaU Dviif dsMummC 
oi n deceased person._ ' _ 


LIABILITIES. 


Total as 
shown in 
Schedule. 


For Office 
use only. 
£(to 

nearest £). 


£ s. d. 


Secured Debt! (distinguish between mortgages and other secured 
debts)— 


Dnseoured Debts—(Where space provided is insufficient, delfts 
should be set out in separate schedule). 


Probate and Succession Duties payabie under any State Act 
(These items will be ascertained and deducted by the Department) 

Other Lawful Deductions or Charges . 


The Value of that Portion of the Estate (if any) devised, bequeathed 
or passing for purposes which, in pursuance of section 8(5) of the 
SsUUe Duty AasMsment Act 1914-1947, exempt it from estate duty 
(mc Schedule No. ). 

Total Liabilities and Exempt Estate . 


Balance for Duty 


Total Real and Personal Estate ... 


- 111 . 


♦lands held from the Crown under conditions of piirchase are to be valued as frechoMu, and hslanraa dne"" 
to the Crown are to be set out as charges against the estate. Where a Talaatlon el real estate has been obtained 
a copy thereof should be forwarded. 

tPenonaJ property- wherever situated ipust be shown if the deceased was ordinarily domiciled in Australia and 
penonal 4 >roperty in Australia must be shown separately from personal property ontude Australia. If he was nob 
ordinarily domiciled in Australia the personal property In Australia only is to be atat^ includlM debts, money 
and chosee In action receivable or recoverable by the Administrator in Australia. 

not coming under any of the above headings must be particularised separately under a special heading 

The word " nil ’* should be written against each of the headings under which there Is no estate. 

tlf property has been disposed of for valuable consideration to a relative by blood, marriage, or adoption of the 
deceased within three years before decease and the consideration was leas than thiee-qnarters of the value of the 
property, the excess of the value of the property over the amount of the consideration must be inei nd fH l at a ettt 
snfsr vivM. 

ROTB.->-If tbs deseassd wu not ordlnarfly domieUsd In Australis at tbs time of dssth, tbs debts due and owlnt 
to psisens rosidsnt in Australia, or oontraetod to be paid In Australia, or ehargod on property situated la Auitndn. 
are tbs only dsdustlons silo wed from tbo sstste. Tbeso debts should bo fully sot out sod the ersdltors* names and 
addreuM flTSD, and, U ehargsd on property in Auitralla, the property should bo fully dMorlhod. 






388 


Executorship. 


(b) Commonwealth bonds, debentures, and shares are always 
deemed to be quoted “ cum div/’ unless the contrary is 
indicated. Therefore, in such case, it is not necessary to 
bring in income accrued as this will be included in the 
“ cum div.” valuation. If bonds, shares, etc., are bought 
“ cum div.” or “ with dividend ’’ this signifies that the 
price includes the accrued interest or dividend and the 
purchaser has the right to receive the whole of the next 
dividend or interest payment. 

“ Ex div.” or “ without dividend ’’ is the opposite of 
“ Cum div.” and signifies that the value quoted does not 
include the accrued dividend or interest. 

(c) Where bonds, debentures or inscribed stock are valued 
“ ex div.” the accrued dividend must be calculated and 
brought into account in the Probate Statement as part 
of the assets of the estate. 

Shares are usually valued “ cum div.” but where quoted 
“ ex div.” and a dividend has been declared before death, 
the amount of the accrued dividend must be brought in 
and added to the amount of the share valuation. 

(d) Except in South Australia and Queensland, funeral ex¬ 
penses are not allowable as a deduction for duty purposes, 
so they are omitted from the Probate Statement. 

(e) Under the Federal Estate Duty Assessment Act, 1914-1947, 
s. 8 (4) (a), the following property is subject to duty and 
must be included in the Probate Statement for duty pur¬ 
poses, viz., any property which has passed from the 
deceased by any gift inter vivos or settlement made within 
three years of the date of death. 

It is further provided that—“ Estate duty shall not be 
assessed or payable upon so much of the estate as is devised 
or bequeathed or passes by gift inter vivos or settlement 
for religious, scientific, or public educational purposes in 
Australia or to a public hospital or public benevolent 
institution in Australia or as or to a fund established and 
maintained for the purpose of providing money for use 
for such institutions or for the relief of persons in necessitous 
circumstances in Australia.” (s. 8 (5)). 

(f) Similarly any gift or settlement of property by the deceased 
in New South Wales ^ within three years of his death, 
Victoria2 one year. South Australia® one year, Queensland^ 
two years. Western Australia ® three years and in Tasmania ® 
three years, shall be liable to Death Duty and therefore 
must be included in the Probate Statement. 


^Stamp Duties Act, 1920-1940, s. 102 (6). 

^Admmistration and Probate Act, 1928-1946, s. 173. 
^Succession Duties Act, 1929-1943, s. 32 (1) (/). 

^Succession and Probate Duties Act of 1904, s. 4. 
^Administration Act, 1903-1945, s. 74 (2). 

^^Deceased Persons* Estates Duties Act, 1931-1943, s. 6 (2). 
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The following example illustrates the preparation of a Probate 
Statement :— 


Illustrative Example 1. 

C. Miller, who died on Ist January 1950, left the following estate;— 


Assets. 



£ 

s. 

d. 

House Property 

.. 


1,250 

0 

0 

Life Policy and Bonuses.. 

., 


2,787 

18 

4 

Household Furniture 



300 

0 

0 

Jewellery . . 

,. 


40 

0 

0 

Motor Car 

. , 


520 

0 

0 

Fixed Deposit 



200 

0 

0 

(excluding accrued interest to date of death 

£8)*. ’ 




Debts due to deceased .. 

* , 


100 

0 

0 

Shares in Federal Co. Ltd. cum div. .. 



105 

0 

0 

Cash in hand and at bank 



100 

0 

0 

LAabiliiies. 






Mortgage on House Property .. 

600 

0 0 




Accrued interest to date of death 

7 

10 0 

607 

10 

n 




\j 

Debts due by deceased .. 

,, 

, , 

347 

5 

9 

Medical Expenses due to Doctor White 

,, 

. , 

40 

0 

0 

Income Tax Assessment.. 



60 

0 

0 

Funeral Expenses 

.. 

. . 

45 

17 

6 


Prepare the Probate Statement or Statement of Assets and 
Liabilities as at 1st January, 1950. 


Solution. 


In the Estate ol C. Miller. 
Statement of Assets and Liabilities. 


Real Estate. 


House Property . . .. £1,250 - - 

Total Real Estate . . .. - 


Personal Estate. 


Life Insurance Policy and Bonuses 
CaAh in hand and at bank . . 

Fixed Deposit , . £200 - - 

Interest Accrued .. .. 8 ~ - 


Debts due to estate . . 

Shares in Federal Co. Ltd. cum div. 
Household Furniture 
Jewellery 
Motor Car 


£2,787 18 4 

100 - ~ 


208 - - 
100 - - 
105 ~ - 
300 - - 
40 - - 
520 - ~ 


Total Personal Estate . . 

Total Real and Personal Estate 


£1,260 - - 


4,160 18 4 
£5,410 18 4 
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Liabilities. 

Mortgage on House Property £600 - ~ 

Interest accrued .. .. 7 10 0 

- 607 10 - 

Debts due by deceased .. .. .. 347 5 9 

Medical Expenses . . .. .. .. 40 - - 

Income Tax Assessment .. .. .. 60 - - 1,054 15 9 

Balance for Duty . . . . £4,356 2 7 

BOOKS AND ACCOUNTS OF A DECEASED ESTATE. 

Although the rules of ordinary double-entry accounting are 
followed in executorship accounts, the executor frequently encoun¬ 
ters difficulties in interpreting and applying the numerous legal 
requirements and principles which have been set down in this 
respect. It is of the utmost importance that the executor in his 
accounts, preserves the interests of the beneficiaries, life-tenant, 
and remaindermen. The question of apportionment of income and 
expenditure is of the utmost importance and will be dealt with 
fully at a later stage. 

There are two methods of keeping these accounts, viz. :— 

(1) ' the Commercial system, and 

(2) the Cash system. 

The Commercial system is the ordinary system of Double-entry 
accounting. 

The cash system confines itself to keeping a detailed record of 
cash items only and rarely involves the use of a ledger or journal. 
It is comparable with Single-entry bookkeeping. 

It is proposed to show the operation of the Commercial system 
of accounting. 

The method of keeping the accounts will be treated in three main 
sections, viz. :— 

(1) opening the books; 

(2) the administration of the estate until its final distribution; 

(3) the ultimate distribution of the residue of the estate. 

Opening the Books. 

The necessary financial books consist of :— 

(a) the General J ournal; 

(b) the Cash Book; and 

(c) the Ledger. 

In addition, it is usual to have certain memorandum books such 
as a minute book for resolutions, a rent roll, and a diary. 

The books will be opened by passing entries through the Journal 
debiting the various asset accounts and crediting the liabilities, the 
excess of the former over the latter being the Estate Capital. This 
latter account is sometimes termed “ Estate Account ” or “ Corpus 
Account.” It is suggested that the term “ Estate Cajntal Account ” 
is preferable. 

The source of information from which the books are opened 
is the Probate Statement, and the rule of accounting to be applied 
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is, “ Debit assets and credit liabilities/* It should be observed that 
if any amendment is made to the values as stated in the probate 
statement by the authorities, then such amendments should be 
incorporated in the accounts. 

The following is a list of steps to be followed :— 

OeneralJournal 

(1) Debit the various assets as per the Probate Statement and 
credit Estate Capital Account with the details. 

(2) Debit Estate Capital Account and credit the various lia¬ 
bilities as per the Probate Statement. 

(3) Debit Estate Capital Account and credit Funeral Expenses 
Account with the amount owing. 

Cash Book*. 

This book will function as a book of original entry and also 
as a ledger account representing the Bank Account. Any cash 
in hand would be banked by the executor and any overdraft 
balance would be entered into this book also. 

The Ledger. 

(1) Open up an account for each asset and debit it in the 
“Corpus” column with the amount from the Journal. 

Note. — Each income - bearing asset will be ruled with 
two columns on each side, viz.:— 

“ Income,” “ Corpus.’* 

The use of these columns will be explained later. 

(2) Open an account for each liability and credit it with the 
amount shown in the Journal. 

As mentioned previously ledger accounts for all income-bearing 
assets have two columns on each side, viz., “ Income ” and 

Corpus.” 

The “Income” column is used to record that portion of the 
interest, rents or dividends which belongs to the life-tenant and 
which accrues as from the date of death. The “ life-tenant ” is the 
person, usually the widow, who has been directed by the testator in 
the will, to have the enjoyment during lifetime of the income 
earned by the assets of the estate. 

Periodically the balance of the “ Income ” column of each 
income-bearing asset is transferred to the credit of “ Income 
Account.” 

“ Income Account ” is really a revenue account being credited 
with interest, dividends, etc., earned after the date of the testator’s 
death and debited with all expenses attributable to the gaining of 
such income. 

The “ Corpus ” column represents the “ capital ” part of the 
asset and is the remaindermen’s interest in the particular asset. 
All interest, dividends and rents accrued up to and inclusive of the 
date of the testator's death belong to the remaindermen and form part 
of the estate. 

♦ Cash Receipts and Payments Joumals are not usually kept by an executor. 
All cash items are entered in a Cash Book and this is shown throughout 
this Chapter. 
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Certain asset accounts such as shares, debentures, and Govern¬ 
ment Bonds have also another column headed “ Nominal.” This 
column records the nominal or face value of the particular asset. 
For example, if the deceased possessed 1,000 £1 shares in the Orion 
Co. Ltd., which were valued at the date of death at £1 5s. each, 
cum div.”, the ledger account would appear thus :— 


Shares in Orion Co. Ltd. {Debit nidc). 




1 N ominal 

Income 

Corpus 

1948 


1 i 

1 


Jan. 9 

Mstate Capital 

£1,000 

' 


£1,250 


Similarly, the Cash Book is ruled with three columns, “ Income” 
“ Corpus ” and “ Bank ” and receipts on account of Income (belong¬ 
ing to the period after death) are kept distinct from receipts of a 
capital nature. The same applies to payments. 

The following example illustrates how the estate books are opened 
from the information contained in the Probate Statement . 

Illustrative Example 2. 

Using the data as per the Statement of Assets and Liabilities of 
C. Miller which is shown on page 389 open the books of the estate. 


Solution, 


Estate of C. Miller. 


Journal. 


1950 


£ 

Jan. 1 

House Property 

1,250 


Life Policy . . 

2,787 


Cash at Bank 

100 


Fixed Deposit . . . . . ., 

200 


Fixed Deposit (Interest accrued) j 

8 


Sundry Debtors . . . .; 

100 


Shares in Federal Co. Ltd. 

105 


Household Furniture 

300 


Jewellery 

40 


Motor Car . . 

Estate Capital .. .. 1 

For assets at this date as per ] 
Probate Statement. 

520 

1 

Estate Capital 

Mortgage on House Proj^erty 
Mortgage on House Proj^orty 
(interest accrued) 

Sundry Creditors 

Medical Expenses 

Income Tax 

For liabilities at this date as per 
Probate Statement. 

1,054 


Estate Capital 

Fimeral Expenses 

For amount due 

45 


£ 


5,410 18 4 


600 - - 

7 10 - 
347 5 9 

40 - - 
60 - - 


46 17 6 
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LEDGER 

House Property. 


1950 

Income 

Corpus 

1 

Income 

Corpus 

Jan. 1 Estate Capital 


£1250 

1 

i 





Fixed Deposit. 



19.50 

Income 

Corpus 


Income 

Corpus 

Jan. 1 Estate Capital 


£200 




Estate Capital 






interest 

i i 

8 





Shares in Federal Co. Ltd. 


1950 1 

Income 

Corpus 


Income 

Corpus 

Jan. 1 Estate Capital 


£105 j 





Mortgage on House Property, 


Income 

Corpus 1 

19.50 

Income 

Corpus 


I 

Jan. 1 Estate Capital 


£600 



Estate Capital 



i 


interest 


7 10- 


Sundry Debtors. 


1950 

Jan. 1 Estate Capital £100 - - 


Life Policy. 

1950 I 

Jan. 1 Estate Capital £2787 18 4 1 


Cash at Bank. 


1950 

Jan. 1 Estate Capital £100- 


Household Furniture. 

1950 

Jan. 1 Estate Capital £300 - 


Jewellery. 


1950 

Jan. 1 Estate Capital 


£40 - - 
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Motor Car. 


1960 

Jan. 1 Estate Capital £520 - 


Sundry Creditors. 

! 19^0 

I Jan. 1 Estate Capital £347 5 9 


Medical Expenses. 

; 1950 

I Jan. 1 Estate Capital £40 - - 


Income Tax. 

^ 1950 

; Jan. 1 Estate Capital £60- 


Funeral Expenses. 






1 1950 









j Jan. 1 

Estate Capital 

£4/i 

i 1'; 

( 6 


Estate Capital. 





1950 




1 1950 





Jan. 1 Mortgaco on House 



Jan. J House J‘roporty 

£1250 

- 

- 

Property 

. £600 

- 

- 


Life Policy 

, 2787 

18 

4 

,, (interest 





Cash at Bank . . 

, 100 

- 

- 

accirued) . . 

7 

10 

- 


Fixed Deposit and 



Sundry Creditors. 

. 347 

5 

9 


interest 

208 



Medical Expenses 

40 

_ 

- 


Sundry Debtors 

100 

- 

- 

Income Tax 

60 

_ 

— 


{Shares in Federal 



Balance c/d 

4356 

2 

7 


Co. Ltd. . . 

100 

- 






,, dividend 









accrued 5 

- 

- 






H ousehold FurU' 









iture 

300 

- 

~ 






Jewellery 

40 

- 

- 




1 


Motor Car 

520 

- 

- 


£5410 

18 

4 



£6410 

18 

4 

Jan. 1 Funeral Expenses 

45 

17 

6 

Jan. 1 

Balance h/d 

4356 

2 

7 

Balance c/d 

4310 

5 

1 







£4356 

2 

7 



£4356 

2 

7 




i Jan. 1 Balance b/d 

1 

£4310 

5 

1 

Cash Book (debit side only). 





1960 

Income 

1 Corpus 

Jan. 1 Estate Capital 

1 

£100 - • 
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Estate of C. Miller (deceased). 


Trial Balance as at Ist January, 1950. 



£ 



£ 



House Property 

1250 

- 

- 




Fixed Deposit .. 

208 

- 

- 




Shares in Federal Co. Ltd. 

105 

- 





Mortgage on House Property 




607 

10 


Sundry Debtors 

100 

- 

- 




Life Policy 

2787 

18 

4 




Cash at Bank 

100 

- 

- 




Household Furniture . . 

300 

- 

- 




Jewellery 

40 

- 

- 




Motor Car 

[ 520 

- 

~ 




Sundry Creditors 




347 

5 

9 

Medical Expenses 



! 

! 40 

- 

- 

Income Tax . . . . . . . . i 



i 

60 

- 

- 

Funeral Expenses 



! 

45 

17 

6 

Estate C'apital . . 




4310 

5 

1 


£5410 

18 

4 

£5410 

18 

4 


THE ADMINISTRATION OF THE ESTATE. 

After having opened the books of account, the executor’s duties 
will be as follows :— 

(1) to make necessary payments which will include discharging 
creditors’ claims, and pa 3 nnents for repairs, death duties, 
and general expenses of carrying on the estate. Also, the 
liability of the estate as to taxation should not be over¬ 
looked; 

(2) to collect all income from income-bearing assets as it falls 
due and record the cash receipts in the Cash Book, care¬ 
fully apportioning the amounts received between Corpus 
and Income. It should be pointed out that at this stage 
no account is taken in the financial books of income accrued 
and unpaid since the date of death; 

(3) to pay cash legacies and hand over assets bequeathed or 
devised to beneficiaries in accordance with the will; 

(4) to dispose of any assets which may be of a hazardous or 
onerous nature, e.g., a worthless lease, or shares in some 
companies. The proceeds of these assets may be invested 
in some of the authorised investments laid down by law 
(seepost), or as })rovided for by the will; 

(5) on the death of the life-tenant to distribute the residue to 
the remaindermen; 

(6) to file his accounts at the Court and if necessary have them 
passed. 

Payment of the Estate Debts. 

After having gathered in the assets of the estate, the executor 
should proceed to discharge the debts of the deceased. If the estate 
is insolvent special rules apply; the subject is beyond the scope of 
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this work and is not dealt with. In the case of solvent estates, 
there is, in some States, a prescribed order in which the assets are 
to be applied in the payment of debts. This is termed “ marshalling 
the assets and by this means it is determined which of the bene¬ 
ficiaries shall suffer and to what extent, where an estate, though 
solvent, is insufficient to pay all the debts and carry out the testator’s 
dispositions as well.* 

The Collection of Income of the Estate. 

The executor should see that he receives income from all income- 
bearing assets on due dates. Moneys received should be banked 
to the credit of the estate Bank Account and receipts entered in 
the appropriate columns of the Cash Book. The Cash Book would 
be written up from the following data :— 

(a) receipt butts or duplicates, dividend and interest warrants; 

(b) bank pass book or statement; 

(c) cheque butts ; 

(d) brokers’ bought and sold notes. 

APPORTIONMENT OF INCOME. 

One of the most important duties of the executor is to apportion 
correctly all receipts and payments between Corpus and Income. 
The former represents the interests of the remaindermen or those 
who will receive the residue of the estate on the death of the life- 
tenant. The latter represents the interest of the life-tenant who 
is directed by the will to have the net income of the estate during 
his or her life-time. 

Apportionment of Interest Receivable. 

Interest accrues from day to day and therefore amounts received 
are apportioned if the period for which they are payable extends both 
prior and subsequent to the date of the testator’s death. 

Suppose Jones died on 31st May, 1950, and one of his assets 
consisted of £1,000 in Commonwealth 3% Treasury Bonds, interest 
being payable on 15th March and 15th September in each year. 
The apportionment of interest, £15, falling due on 15th September 
is as follows :— 

Interest received £15 

21 

Corpus gets ^ of £15 = £6 58. 

34 

Income „ * - „ „ = £8 15s. 

D 

Thus, on receipt of the interest the executor would make the 
following entries in his Cash Book :— 

♦N.S.W.—Wills, Probate and Administration Act, 1898-1940. (S. 46c 

and 3rd Schedule, Part II.) 

Vic. —Administration and Probate Act, 1928-1944, as amended, 
s. 34 and Second Schedule Part II. 

Tas. —Administration and Probate Act, 1935-1943, Second Schedule, 
Partn. 
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Cash Book {Receipts aide). 


i 

1 

1 

Income 

Corpus 

1 Bank 

Sept. 15 

Interest on Trt'asiiry I^oruls 

s 

1 

16 


6 

5 

J 


15 




The probate value of the Bonds at date of death is £1,000 at 
cum div. valuation. This means that the £1,000 includes the 
interest accrued to the date of death. When the six months 
interest, £15 is recieved, the part belonging to Corpus, viz., £6 5s. Od. 
mus be credited to he investment account in the “ Corpus’' 
eolumn so that the capital value of the investment is reduced to 
ex div., i.e. £993 15s. Od. 


LED 


Commonwealth 3% Treasury Bonds. 



1 1 

Income ’Corpus 


Income j Corpus 

1050 j 
May 81 1 

F^state , 1 

1949 
Sept. 15 

Cash— i 


1 

1 

Capita j 1 1000 


Interest, 8 15 - 

6 5- 


For convenience, apportionment has been made in months and 
half-months but in practice interest, dividends, etc., are deemed to 
Accrue from day to day and hence apportionment is made in days. 

Rents Receivable. 

Rent is apportioned in the same manner as interest, i.e., on a 
time basis, but an exception is made if the rent is payable in advance. 
In such case the amount is either all Corpus or all Income according 
to when it is payable. 

Although in practice rent is usually payable in advance, students 
are advised for examination purposes to take the question literally, 
i.e., not to assume rent to he payable in advance unless it is specifically 
stated as such. 

Assume A. Todd died on 30th April, 1949, and among his assets 
was a house property valued for probate at £2,000. The house was 
let at a monthly rental of £10. At date of death there was £20 rent 
in arrears and on Slst May the executor received a cheque for £30 
being amount due to date. 

The necessary entries in the books would be as follows :— 


CASH BOOK {Receipts Side). 



Income 

Corpus 

Bank 

1949 
Iday 31 

House Property—Rent 

10 

20 

1 
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House Property. 



Income 

Corpus 



Income 

Corpus 

1949 

Apr. 30 

Estate 

Capital 


2000 

20 

1949 
May 31 

Cash 
—Rent 

10 

20 


(rent 

accrued) 







Where rent is payable^ in advance, and this is the usual practice, 
no apportionment is made and the amount received is either all 
Corpus or all Income according as to whether it is due before or 
after the date of death. 

Apportionment of Dividends. 

As to whether the whole or part of a dividend received is Corpus 
or Income depends not on the date on which it is paid hut on the 
period in 'which the profits were rruide and out of which the dividend 
is declared. Therefore, if a dividend is declared for a period wholly 
prior to the date of the testator's death, it belongs to Corpus. On 
the other hand, if declartxl for a period wholly subsequent to the date 
of death, the dividend belongs to Income. 

Where, however, the period for which the dividend is declared 
extends both prior and subsequent to the date of death, apportion¬ 
ment is necessary. 

Assume a testator died on 30th November, 1948, and among his 
assets were 100 £1 fully paid shares in the Century Company Ltd* 
On 15th December, 1948, the executor received a dividend of 7^% 
for the year ended 30th September, 1948. 

Testator also possessed 200 shares of £5 each fully paid, in the 
Pacific Bank Ltd., and on 10th February, 1949, the executor received 
a dividend on these shares of 12% for the year ended 31st December, 
1948. 

Since the dividend on the Century Company Ltd.’s shares, 
£7 10s., was declared for a period wholly ])rior to the date of death, 
it all goes to Corpus and the amount would be entered in the 
“ Corpus " column of the Cash Book. 

The dividend on the Pacific Bank Ltd.’s shares £120 is for a 
period prior and subsequent to death and therefore must be appor¬ 
tioned thus :— 

Corpus—11 /12 of £120= £110 
Income—1/12 , ,, = 10 

£120 


Interim and Final Dividends. 

An interim dividend is one paid before the close of the financial 
year and is really a part payment of the total dividend for the year. 

When the final dividend for the year is received it is add^ to- 
the amount of the interim dividend and the total apportioned 
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between Corpus and Income according to time. The amount of the 
interim dividend is then deducted from the amount due to Corpus 
which then receives the balance. 

However, apportionment is only necessary where the period fOr 
which the ^vidend is payable extends both prior and subsequent 
to the date of the testator’s death. 

Suppose a testator died on 15th September, 1948, his estate in¬ 
cluding 500 fully paid shares of £1 each in Jones & Company Ltd. 
An interim dividend at the rate of 4% per annum for the half-year 
ended 30th June, 1948, had been received by the testator. On 
20th January, 1949, the executor received a final dividend at the 
rate of 6% per annum for the following half-year, making 5% in all. 

The necessary apportionment is as follows :— 

Interim dividend— £10 

Final dividend— 15 

£25 

Of this amount— 

Corpus is entitled to 81 months =*= £17/14/2 
Income is entitled to 31 months = £7 /5/10 

Therefore the final dividend is apportioned thus : 

Due to Corpus .. 

Less Amount of Interim Dividend 

Due to Income .. 

Final Dividend .. £16/-/- 


£17/14/2 

10 /-/- 


£7/14/2 

7/6/10 


Where the amount of the interim dividend received by the testa¬ 
tor prior to his death is greater than the portion of the total dividend 
due to Corpus, no apportionment of the final dividend is made and 
it will all go to Income. 

Assume a testator who died on 31st January, 1949, was possessed 
of 10,000 £1 shares fully paid in a company. During his lifetime he 
had received an interim dividend at the rate of 10% per annum for 
the half year ended 31st December, 1948. On 20th July, 1949, the 
executor received a final dividend for the year ended 30th June, 
1949, at the rate of 5% per annum. Apportionment would norm¬ 
ally be made as follows :— 

Interim dividend at 10% p.a. .. ., £500 

Final dividend at 6% p.a. .. .. 250 

Total .. £750 


Ordinarily Corpus would receive 7/12 of £7.50 = £437 10 - 

Income would receive 6/12 of £750 .. .. = £312 10 - 

but since there is only £250 available, this amount would be credited 
to Income, the interim dividend having been received by the testator. 

Similarly where an interim dividend has been received prior to 
the date of death and no final dividend is declared there is no 
apportionment of the interim dividend. 

Bonus dividends are apportioned in the same way as ordinary 
dividends, that is to say, they are only apportionable if declared 
for a period during which the testator died. 
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Arrears of Cumulative Preference Dividends. 

The principle of cumulative preference shares is that should the 
profits in any year be insufficient to pay the usual fixed rate of divi¬ 
dend, the arrears shall accrue as a debt due by the Company to the 
shareholders to be paid when at a subsequent time sufficient profits 
are available. 

In the case of In re Wakley (1920) 2 Ch. 205, it was decided that 
dividends on cumulative preference shares are only apportionable 
when declared out of the profits earned in a financial period extending 
both prior and subsequent to the date of the testator's death. It should 
be observed that the date when the dividend is received is unim¬ 
portant as far as apportionment is concerned, the whole question 
depending on the period during which the profits were earned and 
out of which the dividends are expressed to be payable. 

Therefore if the arrears of dividend are received after death 
but are paid out of profits for a period wholly prior to the date of 
death, no apportionment is made, the proceeds going to Corpus. 

Assume a testator died on 30th April, 1948, and among his assets 
were 1,000 fully paid cumulative preference shares of £1 each in a 
company. No dividend had been paid since February 1944. On 
20th January, 1949, the company paid a dividemd of 20% out of 
profits earned for tlie year ended 31st December, 1948, such dividend 
being expressed as being on account of arrears of preference divi¬ 
dends. The apportionment would be as follows :— 

Amount of dividend received .. . . . . £200 — - 

Corpus is entitled to 4/12 of £200 .. .. = £66 13 4 

Income is entitled to 8/12 of £200 .. .. ~ £133 6 S 

Bonus Shares. 

A company which has accumulated excess profits may some¬ 
times “ water ” its capital by issuing bonus shares out of reserves or 
undistributed profits. The company must have power contained 
in its Articles of Association to do this. It may also adopt this 
procedure where there is insufficient cash to pay a cash dividend. 
The shares are issued to shareholders pro rata to their present 
holding of shares, and may be issued as fully or partly paid up. 
Where a company distributes its profits with the object of fully or 
partly paying up an issue of shares, the shares so allotted must be 
regarded as Corj^us and belong to the remaindermen. 

However, the question as to whether bonus shares belong to 
Corpus or Income has been the subject of much litigation. 

In Bouch V. Sproule (1887) 29 Ch. D. 658, it was decided that the 
rights of Corpus and Income were dependent on the company's 
expressed intention. It also appeared that if the company issued 
bonus shares with the option to the shareholders to take the equiva¬ 
lent amount in cash or shares, the trustee must realize the shares and 
apply that part of the proceeds equivalent to the cash dividend tc 
Income, the balance belonging to Corpus. 

However, the decision given in In re Taylor ; Waters v. Taylor 
(1926) 1 Ch. 923, upset the former decision and it now seems that the 
possibility of these bonus shares going to Income is very remote. 
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Where a company increases its capital by the issue of new shares 
and applies accumulated profits for the purpose of paying up these 
shares, such shares belong to Corpus. 


Business Trading. 

If the deceased was the owner of a business at the date of his 
death his mil may authorise the continvxmce of the business, in 
which case the executor or trustee must allocate the receipts and 
payments relative to trading operations as between Corpus and 
Income. The trading and profit and loss accounts will be prepared 
periodically in the ordinary way. Subject to reasonable deprecia¬ 
tion being reserved for, the profits from trading will be credited 
to Income Account insofar as they relate to the period subsequent 
to the date of the testator’s death. This of course is subject to any 
contrary intention expressed in the will. Any trading losses should 
be made good from subsequent profits before any income from the 
business is paid to the life-tenant. 

However where continuance of the business is not authorised by 
the testator, the business should be sold and the proceeds invested in 
some investments authorised by statute (see post), or by the will. 

Should a trustee carry on a business without authority he is 
personally liable for debts incurred by him and has no right of 
indemnity against the estate {In re Evans 34 Ch. D. 597). 

Where the continuance of the business is authorised by the 
testator but only for the purpose of a profitable sale in the immediate 
future, the interim profits should be retained by the trustee and 
re-invested as part of the capital of the estate. 


INCOME WHICH IS NOT APPORTIONABLE. 

Rents Payable in Advance. 

These are not apportionable, that is, they are either all Corpus 
or all Income depending on when the rents are payable. 

For example, if rents receivable of say, £5 per week received on 
30th June, 1949, are due and payable on 23rd June, and the testator- 
owner died on 26th June, no apportionment would be made, the 
whole amount going to Corpus. The question of whether payment 
is made prior or subsequent to the date of death is immaterial. 

The same principle applies to rent which is payable in advance 
by the testator. 


Profits and Losses in a Partnership. 

In the event of no specific instructions in the will the share of 
profits in a partnership received by the executor or trustee is not 
apportioned. 
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However, the question of apportionment is dependent on the 
provisions of the partnership agreement. 

Where the agreement does not provide to the contrary and 
profits are to be taken in respect of the trading period as at the date 
of death, such profits belong to the Corpus or remaindermen. How¬ 
ever, should the partnership agreement provide that accounts are 
not to be taken as at the date of death but are to be ascertained as 
at the date of the next trading balancing date, the whole of the 
profits so ascertained go to the life-tenant or Income. The testator 
may, however, make a contrary-wise provision in this respect in his 
will. 

In the case of partnership losses where a share is settled, these 
are not apportionable where the business of the firm is carried on. 
If the firm has adopted the custom of writing off losses against capi¬ 
tal, the losses are charged against the remaindermen or Corpus. 
If the practice has been to make good revenue losses out of subse¬ 
quent profits, and the partner's capital is “ fixed," Income or the 
life-tenant is charged with such losses. These losses, however, may 
be recouped out of subsequent revenue profits. 

Should the business of the firm be only carried on temporarily 
with the object of a convenient sale, any trading losses should be 
apportioned between Corpus and Income. 

If in doubt regarding apportionment, the trustee or executor 
should seek direction from the Court. 


APPORTIONMENT OF PAYMENTS. 

The general rule is that all expenditure relevant to the gaining 
of income is chargeable to Income or to the life-tenant, whereas all 
payments of a capital nature are chargeable to the remaindermen 
i.e. Estate Capital Account. 

Payments of a revenue nature which have accrued up to and 
inclusive of the date of death are chargeable to Corpus. 

Expenses of an administrative nature incurred subsequent to 
the date of the testator’s death are chargeable to Income if they are 
of a revenue nature. 

Expenditure incurred relative to the realization of the estate 
assets and collection of estate debts is chargeable to Corpus. 
Charges to Corpus would include items such as valuation fees, trans¬ 
fer and conveyancing fees, Stamj) Duties, Death Duties and Federal 
Estate Duty, etc. 

However, unless Estate Duty is directed by the will to be borne 
by the estate, it is borne by the individual beneficiaries in accordance 
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with the provisions of Section 35 of the Federal Estate Duty Act, 
1914-1940. 

Repairs. 

If carried out in the course of administration and maintenance 
of income-bearing assets, repairs are charged against Income. 

Repairs in the nature of permanent improvements are chargeable 
to Corpus. 

Items of a recurring nature such as painting premises would be 
a charge against Income. 

Rates. 

Municipal Rates accrue from day to day and are therefore appor- 
tionable. 

Water and Sewerage Rates become due and are actually payable 
on the 1st July in each year. These are not apportionable because 
they are payable in advance. 

Land Tax. 

This is chargeable to Income since this tax does not accrue from 
day to day, but is payable by the person in possession of the land. 

Testamentary Expenses. 

Are chargeable to Corpus. 

Funeral Expenses and Medical Expenses. 

Are chargeable to Corpus. 

Executor’s Commission. 

Where the executor is to receive a commission on assets realized, 
this is charged to Corpus. However, commission on income is 
debited against Income Account. 

Payment of Bequests to Beneficiaries. 

The testator, in his will, may direct that certain of his assets 
be bequeathed to persons who are known as beneficiaries. 

The subject of legacies will be discussed in detail at a later stage 
and it is proposed here merely to show the entries to be made 
when the executor hands over the legacies and devises to the 
beneficiaries. 

Estate Capital Account is debited with the legacies and devises 
in detail and Legacies Account is credited. When the legacies are 
handed to the beneficiaries, Legacies Account is debited and the 
various asset accounts credited. Suppose a testator left his motor 
car valued at £200 to his son John together with £350 in Treasury 
Bonds, and his furniture and effects valued at £600 to his widow. 
The following entries would be made in the Journal :— 

BB 
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Journal. 


Estate Capital .. 

Legacies 

For legacies as per will. 

£1,160 

£1,160 

Legacies .. 

£1,150 


Motor Car 


£200 

Treasury Bonds 


360 

Furniture and Effects 


600 


For legacies of Motor Car and Treasury Bonds 
handed to John and Furniture and Effects to 
widow in terms of the will. 


The following example illustrates the treatment of transactions 
subsequent to the date of death, and illustrates the principles of 
apportionment. 

niustrative Example 3. 

From the data given in respect of the estate of C. Miller in 
Illustrative Example 2, on page 392 and the following information 
and statement of receipts and payments, for the year ended 31st 
December, 1950, make the necessary entries in the estate books and 
state balance sheet at 1st January, 1951. 

Miller by the terms of his will directs :— 

(a) payment of a legacy of £200 to his widow; 

(b) payment of £50 to Executor in lieu of commission; 

(c) balance of his estate to be held in trust for the widow, and 
the income paid to her for life, with remainder to his children. 

On 30th June 1950, the trustee with the widow's consent let the 
house furnished at a rental of £100 per annum. 


Receipts. 


Life Policy and Bonuses 



£2,787 

18 

4 

A. M.P. Society—additional bonus 



17 

16 

9 

Proceeds of Jewellery . . 



19 

10 

0 

Fixed Deposit and Interest 



216 

- 

- 

Debts due to deceased (on account) . . 



34 

3 

9 

Dividends Federal Co. Ltd. (£5 accrued to date of death) 10 



Rent of House (4 months) 



33 

6 

8 

Proceeds of sale of motor car. . 



650 

- 

- 

Payments. 

Funeral and Testamentary Expenses 



£45 

17 

6 

Probate Duty .. 



199 

2 

7 

Widow—Legacy 



200 

- 

- 

Executor—on account legacy . . 



26 

- 

- 

Interest on Mortgage . . 



15 

- 

- 

Mortgage repaid 



600 

- 

- 

Sundry Creditors in full for .. 



324 

4 

1 

Widow on account income 



36 

- 

- 

Bank charge 

Loan to A. Jones on Mortgage 1/7/60. 

3 yrs. 

at 


10 


*% p-». 



1,500 

- 

- 

Medical Expenses 



40 


- 

Income Tax 



60 

- 

- 
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Estate of C. Miller. 
Journal. 


1950 
Jan. 1 

Estate Capital 

Legacies 

For legacies of £200 to widow and £50 to 
executor in lieu of commission in terms 
of the will 

£250 

£250 

Dec 31 

Life Policy 

17 16 9 



Estate Capital .. 


17 16 9 


For additional bonus 




Estate Capital 

20 10 ~ 



Jewellery 


20 10 - 

1 

For loss on Sale 



1 

^ Motor Car 

30 - - 



Estate Capital 


30 - - 


1 For profit on Sale 




Sundry Creditors 

23 1 8 

1 


Estate Capital . . 


: 23 I 8 


For discount received 




Estate Capital 

Probate Duty 
For duty as assessed 


109 2 7| 

I 199 2 7 


General Income 

House Property (Income Column) 

For balanc^e interest on Mortgage 
transferred 


House Property (Income (,'olumn) 
Fixed Deposit (Income Column) , . 
Shares Federal Co. (Income ('oliimn) 
General Income. . 

For net income transferred 


7 10 


7 10 - 


33 6 8 

8 - 
5 - -j 

: 46 6 8 


General Income 

Widow—Iiiconic 
For net income transferred 


38 6 8 

38 6 8 


LEDGER. 

House Property. 


Income Corpus] 

1950 -:- 

Jan. 1 Estate Capital ! £1250 j 

Dec 31 Income— j 

transfer . . i £33 6 8, I 


£33 6 8 £12.50 


1951 

Jan. 1 Balance b/d £1250 


1950 

Dec 31 Cash—rent 
Balance c/d 


Income 

Corpus 

£33 6 8 

1 

1 

1 

1250 

! £33 6 8 

£12.50 
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Fixed Deposit. 


Income Corpus 

1950 - 

Jan. 1 Estate Capital £208 

Dec 31 Income— 

transfer £8- 

Income Corpus 

1950 - 

Dec 31 Cash £8 - ~ £208 

£8 - - £208 

£8 - - £208 



Shares in Federal Co. Ltd. 

Income ('orpus 

Income Corpus 

1950 

Jan. 1 Estate Capital £105 

Dec 31 Income— 

transfer 5- 

Dec 31 Cash (divi¬ 
dend) £6 - - £5 - - 

Balance c/d 100 

£5 - - £105 

£5 - - £105 

1951 

Jan. 1 Balance b/d £100 

i 1 

Life Policy. 

1950 

Jan. 1 Estate Capital £2787 18 4 

Dec. 31 Estate Capital 

(additional bonus) 17 16 9 

1950 

Dec. 31 Cash £2787 18 4 

Cash 17 16 9 

£2805 15 1 

£2805 15 1 



Sundry Debtors. 

1960 

Jan. 1 Estate Capital £100 - - 

1950 

Dec. 31 Cash £34 3 9 

Balance c/d 65 16 3 

£100 - - 

1051 

£100 - - 

Jan. 1 Balance b/d £65 16 3 


Household Furniture. 

1960 

Jan. 1 Estate Capital £300 - - 


Jewellery. 

1960 

Jan. 1 Estate Capital £40 - - 

1950 

Dec. 31 Cash £19 10 - 

Estate Capital 

(loss) 20 10 - 

£40 - - 

£40 - ~ 
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Funeral and Testamentary Expenses. 


1950 

Dec. 31 Cash £45 17 6 

1950 

Jan. 1 Estate Capital £45 17 6 



Probate Duty. 

19,50 

Dec. 31 Cash £199 2 7 

1950 

Jan. 1 Estate Capital £199 2 7 



General Income. 

1950 

Dec. 31 Cash bank charges 10 - 

House Property— 

Interest on Mort¬ 
gage 7 10 - 

Widow—Income 38 6 8 

1950 

Dee. 31 House Property— 

rent £33 6 8 

Fixed Dciposit— 

—interest 8 - - 

Shares Federal Co. 

dividend 5 - - 


£40 0 8 i:4f) 6 8 


Widow—Income. 


1960 

Dec. 31 Cash 

Balance c/d 


1950 

£35 - - Dec. 31 General Income £38 6 8 

3 6 8 


£38 6 8 


1951 

Jan. 1 Balance b/d 


£38 6 8 

£3 6 8 


Motor Car. 


1950 1950 

Jan. 1 Estate Capital £520 - - Dec. 31 Cash 

Dec. 31 Estate Capital 

(profit) 30 - - i 


£550 - - 


£550 


£550 - - 


1950 
Dec. 31 


Mortgage on House Property. 



Income 

Corpus 

1950 

Cash— 



Jan. 1 Estate Cap- 

interest 

7 10 

7 10 

ital 

Cash—re¬ 



Income— 

payment 


600 - 

transfer 


£7 10 

£607 10 



Income 

Corpus 


£607 10 

7 10 


£7 10 

£607 10 

i 
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Sundry Creditors. 


1950 

Dec. 31 Cash 

£324 

4 

1 

1950 

Jan. 1 Estate Capital 

£347 5 9 

Estate Capital 





(discount) 

23 

1 

8 




£347 

5 

9 


£347 5 9 


Medical Expenses. 


1960 

Dec. 31 Cash 


£40 - - 


1950 

Jan. 1 Estate Ca]>ital £40 - - 


Income Tax. 


I960 j 1950 

Dec. 31 Cash £00 - ~ | Jan. 1 Estate Capital £60 - - 


Loan on Mortgage to A. Jones. 


I960 

Income 

Corpusj 

Income 

Corpus 

July 1 Cash ! 


£1500 1 

1 




Legacies. 


1950 ; 1950 


Dec. 31 Cash—widow 

£200 - - 

1 Jan. 1 Estate Capital— 


Cash—executor 

25 - - 

i Widow 

£200 - - 

Balance c/d 

25 - - 

Executor 

50 - - 


£250 - - 

£250 - ~ 

1951 

Jan. 1 Balance b/d 

£25 - - 


Estate Capital. 


1950 

Jan. 1 Legacies— £250 - - 

Widow £200 

Executor 60 

Dec. 31 Jewellery (loss) 20 10 - 

Probate Duty 199 2 7 

Balance c/d 3911 10 11 

1950 

: Jan. 1 Balance b/d £4310 5 1 

Doc. 31 Life Policy 

; (additional 

j bonus) 17 16 9 

Motor Car 

(profit) 30 - - 

Sundry Credit¬ 
ors (discount) 23 1 8 

£4381 3 6 

£4381 3 6 


1951 

Jan. 1 Balance b/d £3911 10 11 
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Estate of C. Miller. 

Balance Sheet as at 1st January, 1951. 


Liabilities. 


1 

i 

Assets, 




Legacies Unpaid 

£26 

__ _ 1 

Cash at Bank— 

£724 

1 

4 

Widow—Income 

3 

6 8 

Income 3 6 8 




Estate Capital .. 

3911 

10 11 

Corpus 720 14 8 







Sundry Debtors 

65 

16 

3 




House Property 

1 Shares in Federal Co. 

1250 






Ltd. 

100 

- 

- 




Household Furniture . . 
Loan on Mortgage— 

300 

" 

” 




A. J ones 

1500 

- 

- 


£3939 17 7 I 


£3939 17 7 


CHANGE OF INVESTMENT. 

PURCHASE AND SALE OF SECURITIES. 

The Trustee Acts of New South Wales (1925-1942), Victoria 
(1928-1939), and South Australia (1936-1946) contain special 
provisions by which a trustee must apportion interest on debentures 
and inscribed stock where there is a sale or purchase. 

Although these Acts specify “ debentures ” and “ inscribed 
stock ” only, the provisions apply to Government Treasury Bonds, 
Stock and Municipal Debentures, and similar authorised investments 
bearing a. fixed rate of interest. 


Sale of Investments Cum Div.” 

Section 24 (1) of the Trustee Act 1925-1942 (N.S.W.) is as 
follows :— 

“ Where any payment received by a trust/ee in respect o 
a sale of debentures or inscribed stock bearing interest at a 
fixed rate shall be or include ]}ayment for the right to receive 
any interest accrued from the debentures or stock at the time 
of the sale, though the interest may not then be due, the amount 
of the accrued interest shall for the purposes of the trust be 
deemed to have been received as interest in respect of the 
period during which the interest so accrued.” 

This section simply means that where debentures, bonds, in¬ 
scribed stock, etc., are sold “ cum div,'\ the proceeds must be 
apportioned between Corpus and Income. Interest accrued from 
the last interest date up to the date of sale must be credited to 
Income, and the balance of the proceeds goes to Corpus. 

Any profit or loss on sale is transferred to Estate Capital Account. 
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Similar legislation is provided by the Trustee Acts of Victoria 
(1928-1939, s. 21 (3)) and South Australia (1936-1946, s. 13 (1)). 

Purchase of Investments Gum Div.” 

Section 24 (2) of the Trustee Act 1926-1942 (N.S.W.) relative 
to this reads as follows :— 

“ Where any payment made by a trustee in respect of a 
purchase of any debentures or inscribed stock bearing interest 
at a fixed rate shall be or include payment for the right to 
receive any interest accrued from the debentures or stock at 
the time of the purchase, though the interest may not then 
be due, the amount of the accrued interest when received 
shall for the purposes of the trust be deemed to have been 
received as purchase money repaid.” 

This section simply means that where debentures, bonds, and 
inscribed stock are bought “ cum the amount paid is treated 

as Corpus. However, when the next interest pajmaent is received 
the amount must be apportioned between Corpus and Income. The 
part accrued since the last interest date up to the date of purchase 
is considered purchase money repaid and thus goes to Corpus. The 
balance is treated as Income. The life-tenant can only receive 
income from assets during the time they are part of the estate. 

The reason behind this legislation is seen when we consider the 
case of a trustee who purchases investments “ cum div'" just prior 
to interest dates and then sells them “ ex div'\ thus benefiting the 
life-tenant at the expense of the remaindermen. 

Similar legislation is provided in the Trustee Acts of Victoria 
(1928-1939, s. 21 (4)) and South Australia (1936-1946, s. 13 (2)). 

The legislation discussed under the heading “ Purchase and 
Sale of Securities ” doe^ not apply to shares in companies. 

It should be observed that the preceding treatment of appor¬ 
tionment relative to the change in the investments specified does not 
apply in Queensland, Western Australia and Tasmania. 


Nummary re Shares and Dividends. 

The following is a summary of the main points relating to shares 
and dividends :— 

(a) Dividends from shares are apportioned only if they are 
declared out of profits earned during the financial period 
during which the testator died. 

(b) On the sale of shares the total proceeds belong to Corpus 
and no apportionment is made. 

(c) A dividend is not a “ fixed ” rate of interest and thus the 
provisions relating to the Purchase and Sale of Securities 
do not apply. 
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(d) Preference shares although carr 3 dng a fixed rate of dividend 
are not deemed to be securities carrying a fixed rate ol 
interest as the dividend though actually due may not bt 
declared. 

(e) Arrears of cumulative preference dividends are not brought 
into the accounts until received, and apportionment will 
only be made if they are declared out of profits made 
during the financial year in which the testator died. 

Profit or Loss on Sale of Assets. 

If on the sale of any of the estate assets a profit is made or a 
loss sustained, the amount involved is transferred to the Estate 
Capital Account, e.g. :— 


Journal. 


1950 
Oct. 10 

Estate Capital 

Freehold Property 

Being loss on realization transferred 

£50- 

£50 - - 

Nov. 16 

Municipal Debentures 

Estate Capital 

Being profit on realization transferred 

116 - - 

116 - - 


In the case of shares, debentures and bonds, difliculty is often 
experienced in arriving at the amount of profit or loss where the 
asset or part of it is sold “ cum div.'' It is necessary to reduce 
the original value and the sale proceeds to ''ex div.” value, the 
difference being the profit or loss. 

The treatment of an investment purchased cum div. and bearing 
a fixed rate of interest is shown hereunder :— 

Illustrative Example 4. 

“ A ” died on 31st May, 1950. The trustee invested £5,000 in 
6% Government debentures at par on 30th September, 1950, the 
interest on the debentures being payable 30th June and 31st 
December. State asset account to 1st January, 1951. 

(See solution on page 413.) 

The following example illustrates the treatment of the sale “ cum 
div.” of an investment bearing interest at a fixed rate. 

Illustrative Example 5. 

*‘A’' died on 31st May, 1950. Included in his estate were £5,000 
worth of Commonwealth Bonds valued at 90 cum div. interest 5 per 
cent, per annum payable half-yearly on 31st December and 30th June. 
The trustee realised the Bonds on 30th September, 1950, for £4,600 
net. Show the Investment account. 



Solution: {Illustrative Example 4.) 6 per cent* Government Debentures. 

Interest Payable 30th June and 31st December. 
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Note. —(a) The interest received on 30th June must be apportioned, the bonds being quoted cum. div. 

(6) On the sale of bonds the sale price includes accrued interest from 30th June to 30th September (£62 10s.) which 
belongs to the life tenant. 

(c) The profit on sale is credited to Estate Capital Account (likewise, any loss would be debited to Estate Capital Account). 
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SUMMARY OF PRO-FORMA ENTRIES. 

It is thought appropriate at this stage to give a list of pro-formd 
entries as a guide for making records in the financial books. 

(1) Open the hooks, by :— 

(a) Debiting each asset account and crediting Estate Capital 
Account with the probate value including income 
accrued up to the date of death. (If shares, bonds, 
debentures, etc., are valued “ cum div.”, interest or 
dividends accrued are included in the valuation and are 
therefore not brought into account.) 

Unless these investments are stated to be valued 
“ ex div.”, the valuation given is deemed ‘‘ cum div.” 

(b) Debiting Estate Capital Account with the liabilities of 
the estate and crediting the individual liability accounts. 

(2) On payment of a liability :— 

Debit the liability account, and credit the Cash Book. 

(3) On handing over a legacy or devise to a beneficiary :— 

Debit Legacies Account, and Credit Cash or the Asset 
account concerned. 

(4) When cash is received in respect of income :— 

Debit the Cash Book in the ‘‘ Income column (unless 
the amount is to be apportioned in which case the amounts 
will be entered in the Corpus ” and “ Income ’’ columns), 
and Credit the Investment Account in the Income column. 

The ])alance of the “ Iiu*-ome ’’ column in the Investment 
Account is transferred to the credit of Income Account 
periodically. 

(5) When an investment is purchased :— 

Debit the Investment Account in the “ Corpus ” column, 
and credit the Cash Book in the “ Corpus ” column. 

(6) When an asset is sold :— 

Debit the Cash Book in the “ Corpus column, and credit 
the Asset Account in the “ Corpus ” column. (However, 
note provisions of Trustee Acts relative to “ Purchase and 
Sale of Securities ” discussed previously.) 

(7) On sale of assets :— 

Transfer profit or loss on realization to Estate Capital 
Account. 

(8) When expenses of management are paid :— 

Debit Income Account, and credit the Cash Book in the 
“ Income ” column. 

(9) Where the executor is to receive commission on receipts of 
Income :— 

Debit Income Account, and credit Executor’s personal 
account. 

(10) Whe,re the executor is to receive a commission on assets : — 

Debit Estate Capital Account, and credit Executor’s 
personal account. 
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(11) Transfer net income as per Income Account to beneficiaries 
in accordance with the will. 

(12) If an annuity is to he paid :— 

Debit Income Account, and credit the annuitant’s 
account. 

(13) At the end of each year take out a trial balance. 

(14) At the end of each year prepare a balance sheet and 
accounts for each beneficiary. 


Illustrative Example 6. 

A.B. died on the 1st November, 1948. His will contained the 
following provisions :— 

(1) A direction to pay his funeral and testamentary expenses* 
all estate and other duties and debts, out of the realisation 
of his real and personal estate. 

(2) A declaration that his trustees should stand possessed of 
his residuary estate upon trust to divide it into three (*.qual 
parts and to pay one of such equal parts, including the 
income thereof, to his son C.D. absolutely, and to hold the 
remaining two of such equal parts upon trust and to pay 
the income thereof to his wife E.F. during her lifetime. 
On the death of his wife E.F. the aforesaid two equal 
parts were to be divided equally amongst his four daughters. 


You are supplied with the following information :— 
Personal Estate as at Date of Death — 

Cash on hand .. . . .. .. .. £ 200 

Cash at Bank .. . . .. .. .. 3,000 

£1,600 3J% Commonwealth Loans (Interest col¬ 
lected to 30th September, 1048) 


Rents accrued and unpaid at date of death 


25 

Trade Debtors 

£1,000 


Less Provision for doubtful debts .. 

250 



_ 

750 

Stock in I'rade 


200 

Plant and fittings 

Motor vehicles— 


1,500 

Car . . 

£300 


Truck 

400 


Utility 

200 

900 

Goodwill 


400 

Personal effects 


20 

600 £1 fully paid 6% cum. pref. shares in 

Rapid 


Engineering C-ompany Limited . . 


525 

250 £1 fully paid ord. shares in Rapid Engineering 


Co. Ltd. 


300 

Real Estate as at Date of Death — 

Private residence 


£1,500 

Shop premises 


4,000 

House A. 


2,000 

House B. 


1,500 

House C. 


3,000 


1,610 (Market 

value) 


£9,430 


12,000 


£21,430 
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Liabilities and Debts as at Date of Death — 

Trade Creditors .. .. .. . . . . £4,000 

Federal Income Tax (assessment for income year 

ended 30th June, 1948) . . .. .. . . 3,000 

- £7,000 

The Trustees have made the following payments up to 31«^ October^ 1949:— 
Date. Particulars. Amount. 

1948 

Dec. 1 Funeral Expenses . . .. £ 50 

Dec. 1 Valuation Fees . . .. 200 

1949 

Jan. 1 Trade Creditors .. 3,950 N.B.—Balance of Trade 

Creditors to be writ¬ 
ten off. 

Mar. 1 Legal Expenses re obtaining 

Probate . . . . .. 50 

April 1 Probate and Estate Duties . . 2,200 

Oct. 1 Federal Income Tax . . . . 3,000 

The Trustees have received the following amounts up to 31fi^ October^ 1949 :— 
Rents (including arrears at date of death) . . £350 N.B.—Arrears at 

31/10/49 £60. 

Interest on Commonwealth Loans . . . . 52 

Trade Debts due at date of death . . . . 800 N.B.—Provision for 

doubtful debts 
proved exces¬ 
sive. Balance^ 
of trade debts 
irrecoverable. 

Proceeds from sale of business as a going con¬ 
cern comprising stock-in-trade, plant and 
fittings, truck, utility, goodwill and shop 

premises . . . . . . . . 7,000 N.B.—The purchaser 

took over the 
business as 
from the 2nd 
Nov., 1948. 

Dividends—Rapid Engineering Co. Ltd.— 

Preference shares—3 years’ dividends re¬ 
ceived 1/3/49 .. .. .. 75 N.B.— Dividends paid 

out of profita 
for year ended 
30/6/48. 

Ordinary shares received 1 /3 /49 . . . . 25 N.B.—Do. do. 

Notes : 

(1) The widow agreed to take over the motor car at probate 
valuation, the cost to be charged to her income account. 
She also agreed to pay £75 p.a. for the occupation of the 
residence, which amount is also to be charged to her income 
account. 

(2) The trustees wish you to determine the amount of the son’s 
legacy (one-third of the corpus of the estate). The legacy 
is to be credited to the son’s personal account as at 31 /lO /49. 

(3) Net income for the year ended 31 /lO /49 is to be credited 
to the son (one-third) and widow (two-thirds). 

From the foregoing facts you are instructed to prepare :— 

1. Cash Book for the year ended 31 /lO /49. 

2. Estate Capital Account as at 31 /lO /49. 

3. Income Account for year ended 31 /lO /49. 

4. Widow’s Personal Account as at 31 /lO /49. 

6. Son’s Personal Account as at 31 /lO /49. 

6. Balance Sheet as at 31 /ID /49. 



Solution : Cash Book. 
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Oct. 31 Balance £4,259 



Balance Sheet as at 1st October, 1949. 
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EQUITABLE APPORTIONMENT. 

The rules of apportionment treated up to this stage are mainly 
dictated by statute law. 

There are, however, certain principles laid down in various 
well-known cases for the apportionment of items as between Corpus 
and Income, subject of course to any contrary directions in the will. 

Under this heading it is proposed to discuss the following :— 

(a) Proceeds of the sale of a mortgaged property {Re Atkinson 
(1904) 2 Ch. 160). 

(b) Apportionment of Debts, Legacies and Expenses {Allhusen 
V. WMttdl (1867) L.R. 4 Eq. 295). 

(c) Apportionment of an annuity charged on settled property 
(Re Perkins ; Brown y, Perkins (1907) 2 Ch. 596). 

(d) Income from property of a wasting or hazardous nature 
(Howe V. Lord Dartmouth (1802) 7 Vesey 137). 

(e) Apportionment of proceeds from the conversion of pro¬ 
perty which was at the date of the testator’s death of a 
reversionary nature (Re Earl of Chesterfield's Trusts (1883) 
24 Ch. D. 643.) 

(a) Sale of Mortgaged Property—The Rule in Re Atkinson (1904) 
2 Ch. 160. 

Where the testator was possessed of an asset consisting of a 
mortgage on freehold property, it may happen that, through default 
of the mortgagor, the trustee is obliged to sell the property. 

On realization the proceeds may be insufficient to meet the 
principal and interest, and it was decided in the case oi Re Atkinson 
that the proceeds must be apportioned between Corpus and Income. 
This applies only where there is a life-tenant entitled to income 
from the asset which on his or her death falls into the residue of the 
estate for the benefit of the remaindermen. 

The rule applied is to the effect that the total debts due in respect 
of principal and interest to the date of sale are totalled and the net 
proceeds of sale apportioned in the ratio that the principal and 
arrears of interest bear to the total debt respectively. 

Illustrative Example 7. 

The amount advanced on mortgage was £1,500 and at the date 
of sale interest was in arrears to the extent of £300 of which amount 
£150 had accrued up to the date of the testator’s death. The 


property was sold for £1,500 net. 8how the apportionment to 

be made of the sale price of the property. 

Solution: 

Due to Corpus 

Principal. . 

£1,500 


Interest to date of death 

150 


* 


£1,660 

Due to Income 

Interest subsequent to death .. 

. 

150 

Proceeds of sale • • 


£1,800 

£1,600 



Executorship. 


423 


Apportionment : 

^ 1,660 . , ^ 
Corpus receives of 1,6 

I9OUU 

Income receives of 1,6 

l,oUU 


£1,376 

125 


£ 1,600 


Loan on Mortgage. 



Income 

Corpus 

i 

1 1 Income 

Corpus 


£ 

£ 

; ^ 

£ 

Estate Capital 


1600 

Cash—Proceeds 1 


Estate Capital— 



of sale ' 126 

1375 

Interest Accrued 


150 

Estate C/apital— ; 


Income Account— 



Loss transferred! 

276 

Transfer i 

125 


! 



£125 

£1650 

1 £125 

1 

1 £1650 

1 _ __ 



_ 


1 


It should be observed that a mortgage is security for both prin¬ 
cipal and interest. 

In the example given above the loss of capital is £1650—£1375 = 
£275, which amount is debited to Estate Capital Account and 
credited to the Asset Account in the “ Corpus ” column. 

Trustees as Mortgagees in Possession. 

Where the mortgagor has defaulted in payment of interest 
the mortgagee may enter into possession of the j)roperty and receive 
the rents. Under such circumstances there are invariably rates 
and taxes unpaid and the property is often in need of repair. The 
question then arises as to how the rents received are to be allocated. 

As a general rule rents received should be applied as follows :— 

(1) in payment of current expenses such as rates and taxes, 
and fire insurance premiums; 

(2) in payment of necessary repairs ; and 

(3) in payment of interest on the mortgage debt. 

However in New South Wales s. 39a of the Trustee Act 1925- 
1942, N.S.W., provides that the rents shall be applied in the follow¬ 
ing order :— 

(1) in payment of all rents, taxes, rates, and outgoings relative 
to the mortgaged property ; 

(2) in payment of insurance premiums payable under the 
mortgage or under the Conveyancing Act, N.S.W., and 
the costs of necessary repairs ; 

(3) all annual sums or other payments and the interest of 
principal sums having priority to the mortgage in right 
whereof the trustee is in possession, and 

(4) the balance to be held upon the trusts of the mortgage, 
and thus the balance of rents collected must, by New 
South Wales law, be applied :— 
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(a) in discharge of arrears of interest up to the date of 
the testator’s death, and then 

(b) in payment of interest due to the life-tenant for the 
period subsequent to the date of the testator’s death, 
and 

(c) any balance to be applied as a reduction of the prin¬ 
cipal of the mortgage debt. {Re Coaks; Coaks v. 
Bayley (1911) 1 Ch. 171). 

This legislation upset the decision given in Re Smart's Settle- 
menu 5 S.R. (N.S.W.) 342. 


Foreclosure. 

In certain cases the trustee may be empowered to foreclose on 
the property in which case the mortgagor or debtor loses his equity 
in the property and consequently is not obliged to pay any further 
interest. In other words interest ceases as from the date of foreclosure 
and no apportionment can be made as between Corpus and Income 
until the property is sold in which case the rule in Re Atkinson 
should be applied. During the period intervening between the 
date of foreclosure and the date of sale, rents received go to the 
life-tenant subject of course to the payment of ordinary outgoings 
such as rates. This was the decision in the case t)f Re Horn's 
Estate (1924) 2 Ch. 222. 

Any profit on sale of the property, would be credited to Estate 
Capital Account as it is a capital profit. The mortgagor loses all 
interest in the property only after a foreclosure order has been obtained. 

Illustrative Example 8. 

Lever died on 1st January, 1943, having left his estate so that his 
widow was to receive the income therefrom, whilst she lived, and on 
her death the residue was to pass to his son absolutely. 

Included among his assets was a loan on mortgage for £6,(X)0, 
bearing interest at 5 per cent, per annum. 

On 1st January, 1946, the trustee entered into possession of the 
property, interest then being in arrears from 30th June, 1942, to the 
date of entering into possession. 

The trustee immediately let the property and received rents £360 
up to 1st January, 1948. During this period he paid the following 
expenses in relation to the property :— 

£ 

Insurance .. .. .. .. 20 

Repairs .. .. .. .. 40 

Rates .. .. .. .. .. 10 

On 1st January, 1948, the trustee obtained an order of foreclosure 
after which he received further rents amounting to £30. 

On 28th February, 1948, he sold the property for £4,200 (net). 

You are required to show— 

(i) how the rents should be allocated as between corpus and 
income : 
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(ii) the mortgage account in the estate books using columns for 
income and corpus. 


Solution : 


Due to Corpus — 


Principal. . 

Interest to 1 /I /43 (6 months).. 

£5,000 

125 

Less rents whilst in possession 

5125 

126 

Due to Income — 


Interest 3 years to 1 /I /46 

Interest 2 years to 1 /I /48 

£750 

500 


1250 

Less rents whilst in possession (balance) 

165 


- £1,085 

Total Debt . £6,085 


Rente whilst in Doeseesion ,— 

Rents received .. .. .. .. .. £360 

Lees — 


Insurance 

£20 


Repairs 

40 


Rates .. 

10 



— 

70 



290 

To Corpus re arrears of interest 

. 

125 

To Income re arrears of interest 


165 


Apportionment of Sales Proceeds (in re Atkinson) 


Due to Corpus — 

J^OO 4200 
6085 ^ "l 


£3451 2 2 


Due to Income — 

J[085 4t200 

6086 ^ 1 


748 17 10 


Net Proceeds 


£4200 - - 


Rents after foreclosure £30, belont? to Income. 
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(b) Apportionment of Debts, Legacies, and Expenses (Allhusen v. 
WhitteU (1867) L.R. 4 £q. 295). 

{This does not apply in New South Wales.) 

The residue of an estate is what remains after payment of debts, 
funeral, and testamentary expenses, death duties (excluding Federal 
Estate Duty), legacies and annuities and satisfaction of specific 
devises. These payments should be made during the “ executor’s 
year,” i.e., within one year of the date of the testator’s death. 

Strictly speaking, the life-tenant is entitled to the income on the 
actual residue only^ and not on the gross assets which include cash 
or securities covering the payment of the estate debts, expenses and 
the legacies. 

The ruling given in the case of Allhusen v. WhitteU was to the effect 
that where a testator has left the residue of his estate to someone 
for life with remainder over, the payment of debts, legacies, testamen¬ 
tary and funeral expenses must be taken to have been made out of 
that amount of capital which with interest at the general rate earned 
by the total estate assets and calculated from the date of the testator’s 
death until, usually, the end of the executor’s year, would have 
sufficed to meet such payments. 

This rule is not always equitable or easy to carry out and it 
has been superseded' by legislation in New South Wales. 

Under the rule of Allhusen v. WhitteU calculations were on the 
period of the executor’s year and ignored the actual date of payment 
of the debts, etc. This was unfair to the life-tenant where pa 5 mients 
were made early in the executor’s year and consequently it was laid 
down in the case ofi^e McEuen ; McEuen Phelps (1913) 2 Ch. 704 
at p. 716 that the accounting is to be of such a nature as to produce 
an equitable result between life-tenant and remainderman, so that 
in some c.asesthe actual date of payment would be the date observed 
instead of the fixed period of a year. 

New South Wales. 

The position in this State is defined by s. 46 d of the Wills, Probate 
and Administration Act 1898-1947, which reads as follows :— 

“ 46d. (1) Where, under the provisions of the will of a 
])erson dying after the commencement of the Conveyancing 
(Amendment) Act, 1930 (in this section called “ the deceased ”), 
any real or personal estate included (either by specific or 
general description) in a residuary gift is settled by way of 
succession, no part of the income of that property shall be 
applicable in or towards the payment of the funeral, testa¬ 
mentary, and administrative expenses, debts, and liabilities, 
or of the interest (if any) thereon up to the date of the death 
of the deceased, or of any legacies bequeathed by such will. 

(2) The income of the settled property shall be applicable 
in priority to any other assets in payment of the interest (if 
any) accruing due on the funeral, testamentary, and adminis¬ 
trative expenses, debts, liabilities and legacies, after the date 
of the death of the deceased and up to the payment thereof, 
and the balance of such income shall be payable to the person 
for the time being entitled to the income of the property. 
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(3) Where, after the death of the deceased, income of assets 
which are ultimately applied in or towards payment of the 
funeral, testamentary, and administrative expenses, debts, 
liabilities and legacies arises pending such application, that 
income shall, for the purposes of this section, be deemed 
income of the residuary estate of the deceased. 

(4) This section shall only affect the rights of beneficiaries 
under the will as between themselves, and shall not affect the 
rights of creditors of the deceased. 

(5) This section shall have effect, subject to the provisions 
(if any) to the contrary contained in the will and to the pro¬ 
visions of any Act as to charges on property of the deceased.” 

Briefly, the effect of this legislation is that income earned by the 
listate assets which are applied towards the payment of the debts 
and expenses shall not form part of the residue. 

Sub-section (3) specifically bars the application of the “ 

V. Whitteir* rule. Any income earned by assets set aside for 
payment of estate debts, up to the time they are so applied, belongs 
to the life-tenant. 

(c) Apportionment of an Annuity Charged on Settled Property (In re 
Perkins; Brown v. Perkins (1907) 2 Ch. 596). 

As a general rule an annuity is primarily payable out of the 
income of the estate. 

However, where a testator has during his lifetime been liable to 
pay an annuity to some person, and in his will indicates that such 
annuity is to be a charge on the residue of his estate which is to go 
to the remaindermen, subject to a life-tenant’s interest, then the 
annuity must be paid and apportioned between Corpus and Income, 
This was decided in the case In re Perkins, As each payment 
falls due apportionment is made as follows :— 

(1) Debit Corpus with a sum which if invested at 4% simple 
interest as at the date of the testator’s death will amount 
to the sum required to pay the annuity. 

(2) The balance of the annuity is charged to Income Account. 

The rate of interest is not necessarily 4 % and may vary in accord¬ 
ance with the general rate of interest earned by the investments 
forming the residue. 

(d) Property of a Wasting or Hazardous Nature (Howe v. Lord 
Dartmouth (1802) 7 Ves. 137). 

Where the general residue of an estate is bequeathed to persons 
in succession, and the residue comprises property of a hazardous or 
wasting nature (e.g., a lease) such property must he converted into 
cash as soon as possible and the proceeds invested in authorized 
securities. This was decided in Howe v. Lord Dartmouth^ which 
decision is modified by other cases referred to belo\^^ 

In the interim period the life-tenant is not cntitl(?d to receive 
the net income of the property but only the following :— 

(1) Where the hazardous property is converted within one 
year of the date of the testator’s death, the life-tenant is 
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entitled to interest at 4% per annurn^ on the net proceeds 
from the date of death to the date of conversion. 

(2) Where the property is of such a nature that it cannot be 
remonably converted within the executor’s year, the life- 
tenant is entitled to interest at the rate of 4% per annum 
on the capital value as at the date of the testator’s death 
until such time as the property is realised. (Oihson v. 
Bott (1802) 7 Ves. 89). 

(3) Where the property could have been converted during 
the executor’s year, but was improperly retainedy the life- 
tenant is entitled to a sum calculated as from the date of 
the testator’s death equal to the assumed income from an 
inve.stment in Consolidated Stock or Government Stock 
equivalent to the value of the property at the end of the 
executor’s year. {Dimes v. Scott, 4 Russ. 195). 

It should be observed that the rule of Howe v. Lord Dartmouth 
does not apply to realty. 

In New South Wales the rule in Hcm^e v. Lord Dartmouth has 
been superseded by Section 66d of the Conveyancing Act, 1919- 
1930, as regards leaseholds or any interest coming within the 
definition of “land” in Section 7 of that Act. 

For Illustrative Examples of the application of the rule in Howe 
V, Lord Dartmouth see pages 430 and 431. 

(e) Apportionment in Case of a Reversionary Interest (Re Earl of 
Chesterfield’s Trusts (1883) 24 Ch. D. 643). 

Where part of a deceased estate consists of property of a rever¬ 
sionary nature or is an estate in expectancy, and the property is sold, 
the proceeds must be apportioned between Corpus and Income. 

A Reversionary Interest is any right to property the enjoyment 
of which is postponed to a later date, e.g., a reversion or remainder. 

Reversion. Where land is granted by the owner for a less estate 
or interest than he himself has, his undisposed-of-interest is termed 
the reversion, because the land will revert to the owner on the 
determination of the particluar estate. 

Remainder. When the owner of land grants more than one 
interest in it to different persons successively by the same document, 
the first is called the “particular estate,” those following are termed 
“ remainders,” e.g., when X grants an estate to A for life, and on 
his death to B, B has the remainder and is termed the remainderman. 

The rule in the Karl of Chesterfield's Trusts requires the apportion¬ 
ment between Corpus and Income of the proceeds of the conversion 
of property which on the date of the testator’s death was of a 
reversionary nature. 

The object of this rule is to protect the interest of the life-tenant 
and put him in the same position as he would have been had the 
asset been sold on the day of the testator’s death and the proceeds 
invested in some authorised investment at compound interest, 

♦ The rate of interest to be applied is not 4% in all States of Australia, fout 
varies according to local decisions. 



niustrative Example 9. (Rule in Hoive v. Lord Dartmouth.) 

(Where property is converted in executor* s year), 

Roberts died on 10th January, 1944, leaving the residue of his estate to Jones subject to a life tenancy to Robinson. Part 
of the residue consisted of a lease having five years to run and yielding an annual rental of £200 per annum payable quarterly 
in advance on 1st January, 1st April, 1st July and 1st October. The capital value of the lease as per the probate statement 
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^ote .—It is necessary to transfer £31 18s. 3d. from the Corpus column of the credit side of the Cash Book to the Income column of the debit 
side of the Cash Book. 

Such contra entries must be made whenever it is necessary to transfer cash from Corpus to Income or vice versa. 

♦Surolus income £68 Is. 9d. must be transferred to Estate Capital account, and re-invested with proceeds of sale in authorised securities, 
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Where the asset in question is not converted until some con¬ 
siderable time after the testator’s death, the proceeds of sale must be 
apportioned between Corpus and Income on the following basis :— 
Corpus is entitled to the sum which, if invested on the date of 
the testator’s death at 4% compound interest, would amount to the 
sum realised on the date of conversion. Income is entitled to the 
balance. 


DEATH OF THE LIFE-TENANT. 

We have already explained that all periodical payments in respect 
of income, such as rents and dividends, accrue from day to day and 
are apportionable according to time. 

We have seen that where the particular income is for a period both 
prior and subsequent to the date of the testator’s death, the amount 
received must be apportioned between Corpus and Income. 

The same principle must be applied on the death of the life- 
tenant who can only receive the income of the estate from the date 
of the testator’s death until the date of his, the life-tenant’s, death. 

On the life-tenant’s death his executor is entitled to that portion 
of the income in hand and accrued up to the date of his death, but 
ordy when received. 

LEGACIES AND DEVISES. 

A Legacy is a gift of personalty made by a testator in his will. 

A Devise is a gift of realty made by a testator in his will. 

A person receiving a legacy is known as a ‘‘ legatee ” and one 
receiving a devise is termed a “ devisee.” 

Classes of Legacies. 

There are three main types of legacy, viz. :— 

1. General or Pecuniary. 

2. Specific. 

3. Demonstrative. 

It is of the utmost importance that a clear distinction be made 
between each of these classes of legacies. 

A General or Pecuniary Legacy is a gift made by a testator out 
of his personal estate generally and not one of any specific nature or 
from any specific part of the estate. It may be a gift of money or of 
some description of personal property (e.g., “ 1,000 sheep ”) which, 
in the event of the testator leaving sufficient assets, must be found 
by the executor out of the estate. An ordinary cash legacy is a 
pecuniary legacy, e.g., “ I bequeath the sum of £100 to my chauffeur.” 

A Specific Legacy is a gift made by a testator of a particular 
specified thing forming part of his property at the date of death, 

e.g. : 

” I bequeath to my daughter Ann my Pontiac car.” 

“I bequeath to Tom Brown the 1000 shares I hold in 
Plimco Ltd.” 



Executorship. 


433 


A Demonstrative Legacy is a gift made by a testator out of'^ 
or from a particular specified fund forming part of the estate^ 
e.g. : 

“ 1 bequeath to my son William £1,000 and I direct that such 
be paid from my Commonwealth 3% Bonds.’' 

These three main types of legacy may vest in interest on the 
death of the testator {Vested Legacies) or may be Contingent Legacies. 

Legacy or Devise subject to an Encumbrance. 

Where property is given by will and it is subject to an encum¬ 
brance (e.g., land subject to a mortgage, furniture subject to a bill 
of sale), in the absence of any contrary direction in the will a bene¬ 
ficiary takes any real property subject to any mortgage or charge 
existing thereon at the date of death. In New South Wales^ 
Victoria and Tasmania it is also provided by statute that a beneficiary 
to whom personal property is given takes such personal property 
subject to the encumbrance. 

Ademption of Legacies. 

''Ademption^' is derived from the Latin ‘‘adimere ” meaning 
“ to take away.” 

Where the chattel forming a specific legacy is not in existence 
at the date of the testator’s death, the legacy is lost to the legatee. 
For example, if a testator left X his Ford car and prior to his death 
he had sold the car, the legacy is lost and X has no claim against the 
estate. 

The same principle applies in the case of a specific devise the 
subject matter of which has been disposed of by the testator. 

There may also be partial ademption, as for example where a 
testator bequeaths to Y his 1000 shares in the Pacific Company Ltd. 
and at the date of death there were only 500 shares. In this case 
there is part ademption and Y would be entitled to the 500 shares 
only. 

The term “ ademption ” is generally applied to specific bequests 
but a general legacy may also be adeemed. This may happen where 
there is a general legacy mentioned in the will, but due to the fact 
that some subsequent gift has been made to the legatee by the 
testator during his lifetime, the legacy is considered to have been 
wholly or partly (pro tanto) adeemed according to the circumstances. 

There is no ademption of a demonstrative legacy since if the fund 
out of which it is payable is wholly or partly non-existent at the 
date of the testator’s death, the legacy or the balance of it will rank 
as a general legacy. For example, if a testator left a legatee £200 
to be paid out of his 4% Commonwealth Inscribed Stock and on the 
date of his death there was no stock, the legatee would be paid £200 
out of the general estate, provided sufficient funds were available. 

Abatement of Legacies. 

The word “ abatement ” signifies ‘‘ a growing less ” and the 
doctrine of abatement is appli^ where the available funds of the 
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estate are insufficient to pay the estate debts, expenses, and legacies 
in full. In such case the legatees would receive a proportionate 
part only of their legacies. 

The rules applicable to the order of abatement as regards the 
classes of legacy are as follows :— 

(1) General legacies abate first. 

(2) A demonstrative legacy abates as regards the deficient 
balance where the fund out of which it is payable is in¬ 
sufficient to pay the legacy in full. As mentioned pre¬ 
viously the deficient balance ranks as a general legacy. 

(3) Specific legacies may also abate where the assets they 
represent have to be used to pay the estate debts and 
expenses. In this event specific legacies abate i)ropor- 
tionately among themselves. 

It should be observed that where the subject matter and funds 
relative to specific and demonstrative legacies are in existence, these 
legacies do not abate until the assets, which ordinarily would be used 
to pay the general legacies, are used up and there still remains 
insufficient to pay the debts and expenses of the estate. In such 
case the assets comprising specific and demonstrative legacies would 
be realized and the balance after discharging liabilities would be 
distributed proportionately among the specific and demonstrative 


Lapse of a Legacy. 

Where the beneficiary dies prior to the date of the testator’s 
death, the legacy fails and the subject matter falls into the residue 
of the estate. The same applies to a devise of real estate. 

There are certain exceptions to this rule of lapse of a legacy, 
which are as follows :— 

(1) Where the gift is left to a child or other insue of the testator 
and the legatee dies leaving issue surviving the testator the 
legacy does not lapse : e.g., a testator left £500 to his 
son William who died prior to the death of the testator 
leaving two sons. In such case the £500 would be paid 
over to the executors of William’s estate to be disposed 
of according to the will or the laws of intestacy if he left 
no will. 

(2) Where a legacy is left to two or more persons as joint 
tenants, it does not lapse if one of them predeceases the 
testator but goes to the survivors. 

Interest on Legacies. 

With general legacies the rule is that interest is payable as from 
the end of the executor’s year (i.e., twelve months from the testator’s 
death). This applies where the testator has not stipulated any 
specific time for the payment of legacies. The rate of interest is 
ordinarily 4%. 

There are certain exceptions to this rule and in the following 
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cases interest on general legacies is payable as from the date of the 
t.estator*s death :— 

1. Where the gift is made in satisfaction of a liability or debt. 

2. Where the gift is made to an infant child of the testator or 
to an infant ward of the testator interest is allowable for 
maintenance purposes. 

3. Where the gift is charged on land as for example where 
certain real property is specifically directed to be liable 
for the payment of the legacy. 

With demonstrative legacies interest is payable as from the date 
of death at the rate earned by the fund out of which they are to 
be paid. 

In the case of a specific legacy, interest or income earned by the 
subject matter as from the testator’s death goes with the legacy 
but no interest is allowable other than that earned by the income¬ 
bearing asset. 

Distribution of the Estate. 

After he has paid the estate debts the executor must pay over 
the legacies and devises according to the terms of the will. The 
final distribution of the residue cannot be made until such time as the 
life-tenant dies. The executor or trustee must prepare his final 
accounts with great care so as to ensure that he does not make any 
over-payment to some beneficiaries to the detriment of others. 

He must also file his accounts with the Court and have them 
passed in accordance with the rules prescribed. 

It is usual to open an account for each remainderman and transfer 
to it his or her share of the residue. Where certain assets are taken 
over by the remaindermen their accounts will be debited and the 
particular asset accounts credited with the agreed valuations of 
the assets transferred. 

The following example illustrates the procedure to distribute an 
estate after payment of legacies, etc. 

Illustrative Example 10. 

Thomas Mortimer died on 1st January 1949, and in his will made 
the following bequests :— 

To Arthur, his House Property and his Furniture, valued for 

Probate at £1,000 and £200 respectively. 

To Bertram, his shares in XYZ Co. Ltd., valued at £400. 

To Cecil, his Fixed Deposit of £600 at 4% due 30th June, 

1949, and his Nash motor car. 

To David, £250 to be paid out of his Savings Bank account. 

To Eileen, cash legacy of £500. 

To Florence, cash legacy of £500. 

The will directed payment of the residue to Arthur after payment 
thereout of all duties, debts, and testamentary expenses. 

The Executor collected rent £58 (£8 accrued up to date of testator’s 
death); dividend on shares for year ended 30th September, 1949, 

DD 
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£40; Fixed Deposit, £600 and interest £24; and Savings Bank 
account, £520 which included interest £20 for twelve months ended 
30th June, 1949 at 4% p.a. 

The Netsh motor car referred to in the will had been sold by the 
testator in December, 1948 for £200 cash. 

After realizing all the assets of the estate, other than the House 
Property, Shares, and Furniture, and paying all debts, duties, and 
expenses, the Executor held cash amounting to £1800. 

Assuming that he is ready to finalize the estate on 31st March, 
1950, prepare a Statement of Distribution as at that date. (Appor¬ 
tionment may be made in months). 

Solution : 

Estate of Thomas Mortimer (Deceased). 

STATEMENT OF DISTRIBUTION. 


Arthur : (Specific Legacy)— 


House Property .. 

£1000 


Rents since death 

50 


Fiumiture . . 

200 

£1250 

Bertram : (Specific Legacy)— 

Shares in X.Y.Z. Co. Ltd. 

400 


Dividend accrued since death 

30 

430 

Cecil : (Specific Legacy) — 

Fixed Deposit 

600 


Interest accrued since death 

12 

612 

David : (Demonstrative Legacy)— 

Cash out of Savings Bank A /c .. 

250 


Interest earned since death (6 months) 

5 



—.— 

255 

Eileen : (General Legacy)— 

Cash (£500) . 


426 10 

Florence : (General Legacy)— 

Cash (£500) . 


426 10 

£3400 

CASH STATEMENT. 

Cash in Executor’s hands 


£1800 

Less payments— 

Arthur —Rents . . 

50 


Bertram—Dividend 

30 


Cecil —Deposit and interest . . 

612 


Dav’^id —Cash legacy and interest 

255 

- 947 

£853 

Legacies to Eileen and Florence abate 
proprotionately :— 

Eileen —^ 

426 10 


Florence—J 

426 10 

- £863 


The legacy to Cecil of the “ Nash ” car is adeemed and ho has no further 
claim on the estate in respect of it. 
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Legacies and Devises Subject to Duty. 

The testator in his will may stipulate that bequests are free of 
duties, in which case the amount involved would be payable out 
of the residue of the estate, if such were sufficient for the purpose. 
On the other hand, he may not make bequests free of duties in 
which case the amount of assessed duties would be borne 
proportionately by the beneficiaries. 

The following example illustrates the procedure necessary to 
finalize an estate. 


Illustrative Example 11. 


X. Y. Jones died on SOthtlune, 1950, on which date he was possessed 
of the following, which were passed for Probate purposes at the 

values set out :— 


Dwelling 

5,000 

Household Furniture and Effects 
£10,000 Face Value Government Stock, 

1,000 

4 per cent., due 30th September, 1955 
(interest payable half-yearly) 

10,100(ca7(iw 

Interest accrued thereon .. 

100 

Cash at Bank 

Mortgage due 31st December, 1952, at 

500 

5 per cent, interest, payable quarterly 
(interest paid to date) 

2,000 

Life Assurance Policy, together with 


Bonuses.. 

2,000 

Fixed Dejiosit, due 31st December, 1950 


(interest payable half-yearly, at 2^ 
per cent., paid to 30th June, 1950) .. 

1,000 

Loan to his son, C, free of interest 

200 

Motor Car .. 

200 


£22,100 

Lefts Debts due at date of death . . 

100 

Net Value for Probate .. 

£22,000 


Under the terms of the Will the widow was entitled to the House¬ 
hold Furniture and Effects and the Motor Car absolutely. She was 
also to receive the Income from the Estate and to have the free use 
of the dwelling during her life-time. 

Testator left the following legacies to his four sons (all of whom 
were of age) :— 

A and B, £300 each ; C and D, £200 each. 

On the death of the widow the remainder was to be divided 
equally between the four sons, after assets had been realized. 
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State Duty amounted to £300, and Federal Estate Duty to £200. 
to be borne by the estate, while funeral and testamentary expenses 
absorbed £150. 

All interest was received on due dates and paid to the widow as 
received. The latter died 31st March, 1951. 

Prepare an Estate Capital Account, Income Account to the date of 
the death of the widow, and a statement showing the final distribution 
of the Estate, assuming assets realized book values. 


Solution : 

Estate Capital. 


Creditors . . . . £100 - - 

Balance c/d . . . . 22,000 - - 

Dwelling . . £5,000 - - 

Eumiture, etc. 1,000 - - 

4% Government Stock 10,100 - - 

„ interest accrued 100 - - 

Bank . . 500 - - 

Yortgaco at 5% 1952 2,000 - ~ 

Life Policy and Bonuses 2,000 ~ - 

Fixed Dej)()sit 1,000 - - 

Loan to Son C 200 - - 

Motor Car 200 - 

£22,100 - - 

£22,100 - ~ 

State Duty 300 - - 

Federal Estate Duty 200 - - 

Funeral and Testamentary 

Expenses 150 - - 

Lop^acies-- 2,200 - - 

Widow— 

Furniture £1,000 

Car 200 

A—(cash) 300 

B—( „ ) 300 

C—( „ ) 200 

D—( „ ) 200 

Balance c/d 19,150 - - 

Balance b/d 22,000 - - 

£22,000 - - 

£22,000 - - 

Shares of Residue— 

A 4,787 10 - 

B 4,787 10 - 

C 4,787 10 - 

D 4,787 10 - 

Balance b/d 19,150 - - 

£19,150 - - 

£19,150 - - 




General Income. 


Widow’s account £387 10 - 

! 

Government Stock— 

Interest £300 - - 

Mortgage—interest 75 - - 

Fixed Deposit—interest 12 10 - 

£387 10 - 

£387 10 - 
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INTESTACY. 

“ Intestacy ” is a term applied where a person dies without 
making a valid will disposing of all or part of his property. Such a 
person is known as an intestate.” 

Intestacy is of two kinds, viz. :— 

(a) “ Total ” where the deceased makes no disposition of any 
of his property in a valid will, and 

(b) Partial ” where the deceased makes a disposition of part 
only of his estate. 

The status of intestacy may also arise where the deceased has 
lefr a valid will disposing of his property but the executor and all 
the beneficiaries have predeceased the testator. 

Differences Between Administrator and Executor. 

The main differences between an administrator and an executor 
are as follows :— 

1. An administrator is appointed by the Court, an executor is 
nominated by the testator. 

2. Normally an administrator must give security in the form 
of a bond for the due administration of the estate. An 
executor is not under this obligation, because it is said the 
testator is deemed to have had sufficient confidence in him 
for the correct performance of his duties, or he would not 
have voluntarily appointed him. 

3. In the event of the death of an administrator, his executor 
does not become the personal representative of the original 
testator (or intestate) but a new grant becomes necessary. 
On the death of a sole or sole surviving executor who makes 
a valid will appointing an executor, his executor is, ex 
officio, executor of the original testator. In other words, 
the second executor administers both estates. 

4. An administrator has no authority whatever until he obtains 
letters of administration, and even then he is not clothed 
with quite as extensive powers as an executor. An executor 
has power to deal with the estate before a grant of probate 
is obtained, although in New South Wales this has been 
somewhat modified. 

6. In case of intestacy an administrator's duties are governed 
solely by law. An executor (or an administrator appointed 
in a case where there is a will and no executor is appointed 
or the appointed executor refuses to act) must carry out 
the instructions contained in the will. Administration 
under a will may be long and protracted, but in intestacy, 
unless some of the interested parties are infants, the winding 
up of the estate should be speedily performed. 

It is not a necessary circumstance that where an administrator 
is appointed it is in consequence of intestacy. 
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Administration in Intestacy. 

In the event of intestacy the administration of the estate pro- 
creeds as follows :— 

(a) in the case of a total intestacy—the whole of the estate 
devolves upon the administrator. His power is derived 
from a grant of “ letters of administration ” and he is 
answerable to the Court for his actions relative to the 
estate. He holds the estate upon trust to pay debts and 
liabilities and to distribute the balance to the next-of-kin; 

(b) in the case of partial intestacy—^the whole estate devolves 
upon the executor (or the administrator cum testamento 
annexo). Any assets undisposed of by will are included 
but this property is held upon trust for the persons entitled 
as on intestacy, that is the next-of-kin. 

Until such time as letters of administration are granted, the 
estate of an intestate vests in the Public Trustee (N.S.W. and W.A.). 
In Queensland it vests in the Public Curator and in the other States 
n the Chief Justice. 

Distribution of an Intestate Estate. 

After payment of funeral and testamentary expenses and liabilities 
of the estate, the residue must be distributed in accordance with 
the provisions of the “ Statutes of Distribution ” as varied by 
the statute law of the various States, as follows. 

New South Wales. (Wills, Probate and Administration Act, 1898-1947). 

Any husband or wife shall be entitled on the death of the other, 
as to the property as to which he or she dies intestate, to the following 
shares only ;— 

(a) Where there is issue surviving, to one-third share of such 
property. 

(b) Where there is no issue surviving, and in case of total 
intestacy— 

(i) Where the net value of the property of the deceased 
does not exceed the sum of one thousand pounds, to 
the whole of such property. 

(ii) Where the net value of such property exceeds the sum 
of one thousand pounds, to the sum of one thousand 
pounds absolutely and exclusively, which sum with 
interest thereon from the date of the death until 
payment, at the rate of four pounds per centum per 
annum shall be a charge upon the whole of such pro¬ 
perty ; and in addition thereto to one-half share of 
the residue of such property after the payment of 
such sum of one thousand pounds and interest, if any. 

(c) Where there is no issue surviving and in case of partial 
intestacy, to one-half share of such property. 

Subject as aforesaid the property of such deceased husband or 
wife shall be divisible among the next-of-kin. 
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Queensland. (Succession Acts, 1867-194f3). 

The word widower ” can be substituted for “ widow.” 

Where a person dies leaving a widow and children, the widow 
gets one-third and the children two-thirds of the estate equally 
between them. 

Where the widow and one child survive, the widow gets one-half 
and the child one-half. 

Where the widow and father survive and there is no issue, the 
widow gets £1,000 as a first charge on the estate and one-half the 
residue—the father the balance. 

Where the widow and mother only survive and there is no issue, 
the widow gets one half and the next-of-kin one half. 

Where the widow survives and there is no issue or mother and 
father surviving, the widow gets £1,0(X) as a first charge and one- 
half of the residue—the next-of-kin, the balance. 

If the children survive but not the widow, the whole estate goes 
to the children. 

Subject to the aforesaid the property of the deceased will be 
distributed among the next-of-kin. 

Victoria. (Administration and Probate Act, 1928-1946). 

The estate of every man who shall die intestate leaving a widow, 
but no issue, shall in all cases where the net value does not exceed 
£1,000 belong to the widow absolutely and exclusively. If the 
estate exceeds £1,000 the widow shall have a charge on the assets 
of the estate to £1,000 and interest at 4 per cent, from the date 
of death to the date of payment. 

The above provisions are made without prejudice to her interest 
and share in the residue of the estate, and any residue after pay¬ 
ment of the £1,000 is to be divided as under. It will be noted that 
where a man leaves children surviving him the payment of the 
first £1,000 to the widow does not apply. 

In (;ases where the deceased, either male or female, leaves only 
a mother but no widow or widower, issue or father, the mother 
shall be entitled to the whole of the estate where the value does not 
exceed £500 and to the first £500 plus interest at 4% until date of 
payment where the estate exceeds £500. The above provisions 
are made without prejudice to her interest and share in the residue 
of the estate, and any residue after payment of the £500 is to be 
divided as under. Subject to the above the following will apply— 

(a) If the intestate leaves a widow or widower she or he shall 
be entitled if the intestate leaves any issue to one-third 
and if the intestate leaves no issue to one-half of such estate. 

(b) If the intestate leaves a father and a mother but no widow 
or widower or issue such estate shall be distributed equally 
between the father and the mother and in the case of the 
latter for her own use. 

(c) If the intestate leaves a widow or widower and a father 
and a mother but no issue one-half of such estate shall be 
distributed equally between the father and the mother 
and in the case of the latter for her own use. 
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(tl) If the intestate leaves a widow or widower and a father 
but no issue or mother the father shall be entitled to one- 
half of such estate. 

(e) If the intestate leaves a father but no widow or widower 
or issue or mother the father shall be entitled to such 
estate. 

(f) Subject to the above-mentioned rights such estate or the 
portion thereof to which these rights do not extend shall 
be distributed in equal shares among the children of the 
intestate living at his decease and the representatives then 
living of any children who predeceased the intestate or 
if there are no such children or representatives among the 
next-of-kin of the intestate who are in equal degree and 
their representatives : Provided as follows — 

(i) Where a child has any property real or personal or 
any estate or interest therein by settlement of the 
intestate or was advanced by the intestate in his 
lifetime that child or his representative shall bring 
such property estate interest or advance into account 
in estimating the share (if any) to be taken by him 
or them in the distribution. 

(ii) Except as hereinafter provided the children of any 
person who died in the lifetime of the intestate shall 
take only the share which that person would have 
taken if living at the death of the intestate and if 
more than one shall take the same in equal shares. 

(iii) No representation shall be admitted among 
collaterals after brothers’ and sisters’ children. 

(iv) Phe interest of the mother of the intestate shall be 
the same as if she were a sister of the intestate. 

(v) Brothers or sisters or brothers’ or sisters’ children 
shall take in priority to grandparents. 

(vi) Where brothers’ or sisters’ children are entitled and 
all the brothers or sisters of the intestate have died 
in his lifetime all such children shall take in equal 
shares. 

(vii) There shall be no difference between males and 
females or between relationship of the whole blood 
and of the half blood. 

(viii) A husband and wife shall for all purposes of distri¬ 
bution and division be treated as two persons. 

Note ,—An intestate married woman’s estate is distributable in 
the same manner and proportion as an intestate married man’s 
estate with the exception that the husband does not take the first 
£ 1 , 000 . 

South Australia. (Administration and Probate Act, 1919-1987). 

Where the deceased leaves a spouse and issue surviving, the 
spouse receives one-third of the estate irrespective of value and the 
issue the remaining two-thirds. 
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Where a man or woman dies intestate leaving no issue, and the 
estate does not exceed a net value of £500, the whole goes to the 
widow or widower absolutely. If the estate exceeds £500, the 
widow or widower receives the first £500, plus interest at 8 per cent, 
per annum from the date of death to the date of payment. This 
provision for the widow or widower is to be in addition to his or 
her share in the residue of the estate remaining after pa 3 nnent 
of the £500 in the same way as if such residue had been the whole 
of the deceased person’s estate and the above special provisions 
had not been made. Where a person dies intestate leaving neither 
a widow nor a widower nor any issue but leaving both a father and 
a mother the estate shall belong absolutely to the father and mother 
in equal shares. It is further provided in the case of a married 
woman dying intestate, subject to the special provision re £500, 
mentioned above, her estate shall be distributed as under :— 

1. If she has left any child or remoter issue surviving her, her 
husband shall be entitled to one-third of her said estate; 

2. If she has not left any child or remoter issue surviving her, 
her husband shall be entitled to one-half of her said estate ; 

3. In either case the residue of her said estate shall belong to 
the persons to whom it would have belonged had it been the 
whole of her personal estate, and had she died before the 
fourteenth day of November, eighteen hundred and eighty 
four, intestate and not under coverture, such persons to 
take in the respective shares in which they would have taken 
such personal estate. 

Western Australia. (Administration Act, 1903-1945). 

The husband or wife shall be entitled on the death of the other 
as to the property as to which he or she dies intestate to the follow¬ 
ing shares only :— 

(a) Where the net value of the property of the deceased does 
not exceed £500, to the whole of such property. 

(b) Where the net value of the property exceeds £500, to the 
sum of £500 absolutely, and also to one-half of the residue, 
where there is no issue surviving; and where such issue 
survives, to one-third share of the residue and such 
issue to the remaining two-thirds, the division among the 
issue being per stirpes and not per capita. 

It will be noted that the preferential payment of £500 applies 
whether there is issue or not. 

Subject to the above the property of such deceased husband or 
wife shall be divided amongst the next-of-kin. 

By the Administration Act Amendment Act, 1922, where any 
person dies intestate leaving— 

(a) both a father and mother but no issue, then if the whole 
or any part of the estate of such intestate would now by 
law be distributable to the father, the same shall be dis¬ 
tributed— 

(i) where the net value of the property of the deceased 
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so distributable does not exceed the sum of £1,000. 
equally to and between the father and mother; 

(ii) where the net value of such property exceeds the sum 
of £1,000, as to the sum of £1,000 equally to and 
between the father and mother, and also in like 
proportions as to the residue then left if there are no 
brothers or sisters or children of deceased brothers or 
sisters surviving: 

and where such brothers or sisters or deceased brothers’ 
or sisters’ children survive, one-half of such residue equally 
to and between the father and mother, and the remaining 
half equally to and between the brothers and sisters and 
children of deceased brothers and sisters (such children 
taking per stir])es and not per capita); or 
(b) a father only or a mother only but no issue, then the whole 
or any part of the estate of such intestate to which the 
intestate’s widower or widow (if any) is not entitled shall be 
distributed— 

(i) where the net value of such property does not exc( ed 
the sum of £1,0()0, to the father or mother, as the case 
may be; 

(ii) where the net value of such property exceeds the sum 
of £1,000, to the father or mother, as the case may be, 
if there are no brothers or sisters or children of deceased 
brothers or sisters surviving; and where such brothers 
or sisters or deceased’s brothers’ or sisters’ children 
do survive, as to £1,000 and one-half of the residue 
then left to the father or mother, as the case may be, 
and the remaining half of such residue equally to and 
between the brothers and sisters and children of deceased 
brothers and sisters (such children taking per stirpes 
and not per capita). 

Tasmania. (Administration and Probate Act, 1935-1947). 

The word “ widower ” can be substituted for “ widow ” and 
“ wife ” for “ husband.” 

In the case of total intestacy, the first £1,000 plus 4 per cent, 
from date of death to the date of payment goes to the widow, 
and if there are children, one-third of the balance to the widow, 
and two-thirds to the children, or if no children all to the widow. 
In the event of any of the intestate’s grandchildren surviving him, 
such grandchildren shall take the share which his or her parent 
would have taken in the intestate’s estate if such parent had sur¬ 
vived the intestate. 

In the case of partial intestacy the provision as to the payment 
of the first £1,000, is eliminated, and the estate is then distributed 
as above with that exception. 

The following example illustrates a distribution in intestacy :— 

niustrative Example 12. 

John Brown died intestate on 1st January, 1948, leaving a widow, 
two sons Alan and Basil, and a daughter Clare. The residue of his 
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estate amounted to £7,200. Show how the estate would be 
distributed assuming this was done on 31st December, 1948. 


Solution : 

South Wales. 

Widow receives one-third of £7,200 . . 


Alan 

Basil 

Clare 


balance £4800 per capita 


.. £2400 - - 
.. 1600 - - 
.. 1600 - - 
.. 1600 - - 


£7200 - - 


Victoria. 

South Australia. 
Queensland. 


Same as for New South Wales. 


Western Australia. 

Widow receives . . .. .. . . £500 - - 

j)lu8 1 /3rd of balance .. .. . . £2233 6 8 

- £2733 6 8 

Alan receives 1 /3rd of £4466 13s. 4td. per capita . . 1488 17 9 

Basil „ „ „ „ „ 1488 17 9 

dare „ „ „ » „ .. 1488 17 10 


£7200 - - 


Tas)nania. 

Widow receives .. . . . . . . £1000 - - 

plus Interest 4% on £1000 .. . . 40 - - 

„ 1/3rd of balance £6160 .. .. 2053 6 8 

- £3093 6 8 

Alan receives 1 /3rd of £4106 ISs. ^dper capita . . 1368 17 9 

Basil „ „ „ „ „ „ .. 1368 17 9 

Clare „ „ „ „ .. 1368 17 10 


£7200 - - 


HOTCHPOT AND ADVANCEMENTS. 

“ Hotchpot ” is the bringing into account, for the purpose of 
distribution, advances made to children by the deceased during his 
lifetime. 

An “ Advancement ” is any sum paid by a parent with the object 
of permanently establishing the child in life, or sums paid in advance 
to children as part of that which they would receive on the parent’s 
death. 

It does not include small sums or sums paid for the maintenance 
or education of children. 

Where advances have thus been made and on the death of the 
parent the children desire to share in the distribution of the estate, 
they must bring the advances into hotchpot. 

There are three important points to be observed in relation to 
hotchpot, viz. :— 

(1) It always applies in intestacy. 

(2) No advance brought into hotchpot can operate in favour of 
the widow, but only for the children. 
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(3) It applies only where the deceased is the father (except in 
Victoria. See Administration and Probate Act, 1928-1946, 
8- 47 (/) (i)). 

Hotchpot can apply where there is a valid will if the will contains 
a hotchpot clause, but not in the case of a partial intestacy. 

It should also be noted that where a child has received an 
advancement which is greater than the amount he would receive on 
distribution if all advances had been brought into hotchpot, he 
cannot he compelled to bring in his advance as he would gain nothing 
by so doing. 

Illustrative Example 13. 

Ralph Masters died intestate on Slst January, 1948, leaving 
surviving him his widow and three children John, William and Mary. 

During his lifetime the intestate had made advances as follows :— 

£ 

To John .. .. .. .. .. 3,600 

To Mary . . . . .. .. .. 1,000 

The net amount available for distribution was £9,000. 

Prepare a statement showing how the estate should be distributed. 
(Show workings). 

Solution: 

First Statement of Hotchpot. 


I j J ohn I William j Mary 

Residue 
Widow 1 /3 

Add Advances 


£9000 

3000 


6000 
4600 , 


10600 


3533 6 8 ; 3533 6 S 3533 6 8 


As J ohn has already received an advance which is in excess of the amount 
due to him as above, he will be excluded from the distribution. Thus we 
have— 


Second Statement of Hotchpot. 




William 

Mary 

Residue 

Widow 1/3 . 

£9000 

3000 

i 

i 

Add Advance 

6000 

1000 



Less Advance 

7000 

1000 

3500 

3500 

1000 


6000 

3500 

2500 
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Distribution : 

Widow 


.. £3000 

William . . 

., 

3500 

Mary 

* • 

2500 

£9000 


TRUST ACCOUNTS FOR MINORS. 

A will may sometimes contain a clause whereby certain 
beneficiaries are not to be given their bequests until they reach the age 
of 21 years or marry, as the case may be. 

In such cases the assets bequeathed are set aside and specially 
invested for the benefit of the minors until such time as they reach 
full age or marry, as the case may be. 

During this interim period any payments on account of mainten¬ 
ance or education are charged to (^ach beneficiary’s Maintenance 
Account and not to the General Income Account. 

The value of the assets specially set aside is credited to an 
Accumulations Account for each minor, and any income earned by 
the investment of these assets is credited to such Accumulations 
Accounts and re-invested. 

The following is a list of the pro forma entries to be made in the 
estate books :— 

1. Transfer the book value of the various investments from 
Estate Capital Account to the (Credit of each beneficiary’s- 
Accumulations Account. 

2. Debit General Income Account and credit each beneficiary’s 
Accumulations Account with his share of income as directed 
by the testator’s will. 

3. Transfer from the Estate Rank Account to the debit of 
Accumulations Bank Account, the amount of income due 
to beneficiaries and when the amount is invested, debit 
Accumulations Investment Account and credit Accumu¬ 
lations Bank Account. 

Alternatively a separate investment account may be 
opened for each beneficiary. 

4. Debit each beneficiary’s Maintenance Account with all 
sums spent on maintenance and education. 

5. At the end of each financial period, transfer the balance of 
each beneficiary’s Maintenance Account to the debit of 
his Accumulations Account. 

6. Income from investments on account of accumulations is 
credited to beneficiaries’Accumulations Accounts pro rato to 
the balance of their accounts as at the beginning of the period. 
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Illustrative Example 14. 

A testator left two sons Peter and Paul and directed in his will 
that they share the income of the estate equally. He also directed 
that this income was to accumulate and be invested until the sons 
attained their majority. Costs of maintenance were to be charged 
against the beneficiaries’ Maintenance Accounts. 


The following balances were extracted from the Estate Books 
as at 31st December, 1951 :— 



£ 

£ 

Estate Capital Account 


15,000 

Sundry Assets 

Accumulations A /c—^Peter, 1st Jan., 1951 . . 

15,000 

2,000 

Accumulations A/c—^Paul, 1st Jan., 1951 .. 
Investments on Accumulations A/cs 

3,000 

1,000 

Cash at Bank on account Accumulations .. 
General Income A /c—31 /12 /5l 

700 

900 

Accumulations Income A /c—31 /12 /51 
Maintenance A /c—Peter 

200 

150 

Maintenance A /c—^Paul 

150 



£19,050 

£19,050 


Show necessary Journal entries and Accumulations and Mainten¬ 
ance Accounts and Balance Sheet as at 31st December, 1945. 


Solution : 


JOURNAL. 




£ 

General Income 

Accumulations - Peter . . 
Accumulations—Paul .. 

Income distributed equally as per will 

900 

450 

450 

Accumulations Income 

Accurniilations—Peter .. 
Accumulations—Paul .. 

Transfer of income pro rata to balance of 
Accumulation Accounts at 1st Jan., 1951. 

150 

100 

50 

Accumulations—Peter 

Maintenance—Peter 

Balance transferred. 

200 

200 

Accumulations—Paul 

Maintenance—^Paul 

Balance transferred. 

150 

150 

1_ 
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LEDGER. 


General Income. 


1951 
Dec. 31 

Accumulations 
—Peter 
Accumulations 
—Paul 

£ 

450 

450 

1961 
Dec. 31 

Balance.. 

900 

£900' 

_ 1 

£900 

Accumulations Income. 



1961 


1 

1951 



Dec. 31 

Acouinulati ons 

i 

Dec. 31 

Balance.. 

150 


—^Peter 

100' 




Accumulations 

i 





—Paul . . 

50,! 





£150 



£150 


Maintenance—Peter. 



1951 


1 

1951 



Dec. 31 

Cash .. 

£200| 

Dec. 31 

Accumulati ons 

£200 


1 

Maintenance— Paul. 




1951 
Dec. 31 

Cash .. 

£15o| 

1951 
Dec. 31 

Accumulations 

£150 


1 

Accumulations— Peter. 



1961 
Dec. 31 

Maintenance.. 
Balance c /d .. 

200 

2350 

1951 

Jan. 1 
Dec. 31 

' 

Balance 

General Incjome 
Accumulations 
Im^oine 

2000 

450 

100 



£2550!: 


£2550 


1 1 1952 

' Jan. 1 

Accumulations— Paul 

Balance b /d . . 

£2350 

1951 
Dec. 31 

Maintenance.. 

150 

1951 
Jan. 1 

i 

Balance 

1000 


Balance c /d . . 

1360 

Dec. 31 

General Income 

450 


£1500 

1952 

Jan. 1 

Accumulations 

Income 

Balance b /d .. 

60 

£1600 

£1350 









Balance Sheet as at 81st December, 1951. 
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SPECIAL PROBLEMS. 

The two following illustrative examples are given for the purpose 
of illustrating special principles in problems which may be 
encountered by an executor or trustee. 


Illustrative Example 15. 

James Jackson died in 1940 leaving the income from his estate to 
his two sons J ohn and Robert for life,in equal shares, with remainder 
to their children, the children of each son to take their deceased 
father’s share equally between them. 

John died in 1942 leaving three children, A, B and C, and as the 
assets were realised the capital due to the children of J ohn was paid 
to them and the proportion belonging to Robert’s share was invested. 

At 30th June, 1946, the assets still held by the Trustees were as 
under :— 


General Estate (original assets not yet realised). 


K. Kent 

L. Webber 
K. Cragg 
H. Garden 
S. Worth 


Mortgage 5% £3,000 interest paid to 31st Dec., 1943. 

,, „ £4,800 „ „ „ Slst March, 1945. 

„ „ £2,000 „ „ „ 30th June, 1946. 

„ „ £6,000 „ „ „ 31st Dec., 1946 

,, „ £3,000 „ „ „ 31st March, 1946. 


Robert Jackson Trust (re-investment of original assets realised). 


Coinmonwealtli Loan 

99 99 

L. Trim Mortgage 
W. Daniel „ 

J. Ranch „ 


4% £3,000 interest payable 15th March and Sept. 
31% £3,600 „ ,, 16th May and Nov. 

4i% £12,000 „ paid to 31st March, 1946 

5% £3,000 „ „ .. 30th June, 1946 


6 % £ 1,200 


30th June, 1946. 


Robert Jackson died on 28th February, 1947, leaving two children, Y and Z. 


Interest was received on the Commonwealth Loans at the due 
dates, and the interest received on the mortgages during the year 
ended 30th June, 1947, was as follows ;— 


K. Kent 

£200 on account. 

L. Webber 

£480 to 3l8t March, 1947. 

Ji. Cragg 

£125 to 30th Sept., 1947. 

H. Garden 

£300 to 31st Deo., 1946. 

S. Worth 

£187 10s. Od. to 30th June, 1947. 

L. Trim 

£540 to 31st March, 1947. 

W. Daniel 

£112 lOs. Od. to 3l8t March, 1947. 

J. Ranch 

£60 to 30thJune, 1947. 


The Trustees are entitled to receive 2^% commission on all 
income collected. 


Prepare a statement of income for the year ended 30th June, 1947, 
showing amount payable to each beneficiary and the amount of 
commission due to the Trustees. 



Estate of James Jackson (deceased.) 

Solution: statement o! Income for Year ended 30 th Jane 1947 . 


Executorship. 


453 


1 

|§ 


S .2 
aA 
15 o 


§ 

Q 


A 


I 

o 

.*3 

s 


T 


I oo 

»0 


till 

o o »o I 


I ao 


I I I I 

o o »o 1 


l-i 

II 


I I 00 I t I I I 
^ I f O I »o I I I 

ooeoooo»ooo 

OCOCOiftCOOSO-^ 


3 


PQ 


c! 

.c 

o 

1-5 


T 3 

... ti <I> 

a > 

o 2 ® 

<p- 


O 

O 

5 z; 


oo I 00 I I 

«0 I <D I »C 
crt F-1 


00 I OO I I 


00 I 00 I I 
CO I CO I to 


I I I I I I I I 
I I O I »o I O I 


ooc-iwccoe^o 
0'?#<;o>oo5Tf-^co 
—^ 'M »C 


I I I I I 

I ' ' 2'12 

O O <M O CO 
O O *0 C5 


I I I I I I I I 

I I I I O I O I 

» ^ ^ 
OO»0Or^O<MO 
O00<MO00 '^-hc0 

oa ^ CO —i »0 


■ -ai 




^ ® © 


^-“1 jjl I g I >. 

vplO to 


•I 


o 

£ A 


a 


m 


: » ^ »o o vpio to 

I W 'vp<—I I—I 0^»—I cH 

«eo. 

c 


1 

“ 1 

UO 

03 

00 

o 

CO 

o 

(M 

l> 






(M 


to 


CO 



00 


oo 

1 

03 

to 

03 

oo 

o 

eo 

o 


t-- 








to 


CO 



00 


00 

1 t 

1 CO 

(M 


o 






1 1 

O M 

r»< 

03 



>—< 


p-H 


o to 

00 


to 

03 

(O to 

to CO 

fN 

CO 

oo 



«<*< 


CO 









00 

OO 



00 

!>- 

1 



to 

to 









e<i 





Tjt 

05 

t- 



OO 


1 



to 

to 

O 








<M 

i 

iM 



Tjt 

03 

t' 


1 

00 

!>• 

1 


! 

to 

to 

O ' 







i 

Ol 



1 1 

1 1 

1 

o 







1 1 

o o 

to 


f 


1— « 




o o 

oo 00 

to 

03 

to 

CO CO 

to »o 

Oi 

eo 

to 



to 


to 1 





i-H 



1 

(M 






o j 



to 

CO 

I 



CO 

CO 

o 





CO 



CO 


CO 

1 1 

1 I 

1 1 

o o 

I 

1 

1 

1 

03 


rH 1—i 




o o 

OO 00 


CO 

to 

CO CO 

lO »o 


to 

00 








(M 


(M 


e 

o 

© © I 

ii 

lS r ^ 

« e 

1 

2 ? 

A S 











454 


Executorship* 


Summary : 


John Jackson's children receive— 

A £210 0 

B 210 0 

C 210 0 


7 

7 

8 


Robert Jackson’s Estate 
Robert Jackson’s children 

Y 83 7 8 

Z 83 7 8 


£630 1 10 
1389 1 10 

166 15 4 


Net Income 


£2185 19 0 


Notes on Working— 

The estate of Robert Jackson and his ciiildren Y and Z share income 
from investments on a time basis as follows— 


Investment 

Roherfs Estate 

Children Y am 

L. Webber—Mortgage 

23 months 

1 month 

R. Cragg— 

« 

7 

H. Garden— ,, 

12 „ 

— 

S. Worth— 

11 „ 

4 „ 

L. Trim ,. 

11 „ 

1 

W. Daniel— „ 


1 

J. Ranch— „ 

8 „ 

4 

4% C’wealth Loan— 
Interest i5th September 

6 „ 

_ 

Interest 15th March 

51 

i .. 

31% C’wealth Loan— 
Interest 15th November 

6 „ 


Interest 15th May 

H 

iV .. 


Illustrative Example 16. 


James Johnson died on 30th June, 1943, his Estate being valued 


for probate as under :— 

Residence 


£2,400 

2,400 Shares X Co. Ltd. 


3,000 

1,600 Shares Y Co. Ltd. 


3,780 

1,200 Shares Z Co. Ltd. 


500 

A. Jones Mortgage 5% 

£1,200 


Accrued interest 

30 


B. Smith Mortgage 5% 

£1,600 

1,230 

Accrued interest 

Nil 


Bank Fixed Deposit, 2 years from 3l8t March, 
1942, at 2% p.a. 

£2,000 

1,600 

Accrued interest 

50 


Commonwealth Loan 4% (£2,400) 


2,050 

2,600 

Cash at Bank 


160 

Life Insurance Policies and Bonuses 


2,500 

Less Income Tax 

£250 

19,810 

Sundry Debts .. 

73 

323 


£19,487 
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Testator had four children—A, B, C and D—one of whom (D) 
had pre-deceased testator leaving a widow, a son and a daughter. 
Testator directed that his Estate be divided into four equal parts~one 
part to each child, the part for D being left as to one-half to the 
widow for life with remainder to her two children and the other half 
in equal shares to the two children absolutely, both the children 
being of age. 

It was provided in the will that the residence should form part of 
the shares of A and B and that it should be brought into account 
at Probate value. 

The testator had guaranteed a bank overdraft for the deceased 
son, D and he provided in his will that the overdraft should be paid 
off and the amount deducted from the share passing to the widow 
and the two children of D. 

On 31st December, 1943, the Life Insurance Company paid over 
the proceeds of the Insurance Policies, and Income Tax and other 
debts were paid, together with Funeral Expenses £50, Probate 
Duty £1,400, Estate Duty £800 and Legal Expenses re obtaining 
Probate £63. (Note .— Probate and Estate Duties were to be 
charged against the estate.) 

Income was received as under :— 


1943. 

Aug, .31 X Co. Ltd. Interim Dividend year ended 31 /12/1943 .. £60 

Sep. 15 Commonwealth Loan 6 Months’ interest .. 48 

Oct. 15 A. Jones, Mortgage interest .. .. . . .. .. 45 

31 B. Smith, „ „ .. .. . . .. .. 20 

Y Co. Ltd. Dividend half-year ended 30/9 /1943 . . .. 72 

Nov. 30 Z Co, Ltd. Final Dividend year ended 31 /10/1943 .. 18 

(An interim dividend of £24 was received in May, 1943). 

1944. 

Feb. 29 X Co. Ltd., Final Dividend year ended 31 /12/1943 .. 96 

Mar. 15 Commonwealth Loan 6 months’ interest . . . . . . 48 

31 A. Jones, Mortgage interest .. .. .. .. .. 30 

B. Smith, „ „ . . . . .. .. 40 

Apr. 30 Y Co. Ltd., Dividend half-year ended 31 /3 / 1944 .. .. 72 

May 31 Z Co. Ltd., Interim Dividend year ended 31 /10/1944 . . 12 


The Fixed Deposit matured on 31st March, 1944, and was repaid together 
with £80 interest. The overdraft of D. (deceased) amoimting to £1,5(K) was 
paid off on 30th June, 1944. 

On 31st March, 1944, the two mortgages were sold to Mortgage Finance 
Ltd., for £2,800, but valuation fees and legal expenses totalling £40 were paid by 
the Estate. 

Prepare— 

(1) Cash Book for year ended 30th June, 1944. 

(2) Statement showing income due to each beneficiary at 
30th June, 1944. 

(3) Plan for distribution of Estate at 30th June, 1944. 
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Execatorship. 


Statement of Income—80th June, 1944. 


Income Received — 

£ 

£ 

Commonwealth Loan —interest .. 


20 

99 99 • • • • • • 


48 

X. Co. Ltd.—dividend 


78 

A. Jones—Mortgage interest 


16 

»» »f >» • • • • • • • • 


30 

B. Smith —„ „ 


20 

99 99 99 • • • ■ • • 


40 

Y Co. Ltd.—dividend 


36 

9f 99 99 99 • • • • • • • • 


72 

Z. Co. Ltd.—dividend 


14 

»»>>'» 99 • • • • • • 


12 

Fixed Deposit—^interest 

1 

30 

Due to Benefidariea — 



A—i . 

103 15 - 


B-i . 

103 16 - 


C-i . 

103 16 - 


D’s widow—1 /8 

51 17 6 


D’s Child No. 1—1/16 . 

26 18 9 


D’s Child No. 2—1/16 . 

26 18 9 



£415 - - 

416 


WORKING PAPERS ONLY 

Shares in X Co. Ltd. 



Income 

Corpus 


Income 

Corpus 

Estate Capital 
Income Transfer 

£78 

£3,000 

Cash interim dividend 
(,^ash—^final dividend 
Balance c/d 

I 

78 

' £60 
18 
2,922 

£78 

3,000 

£78 

3,000 


Balance b/d £2,922 

Shares in Y Co. Ltd. 



Income 

Corpus 


Income 

Corpus 

Estate Capital 


£3,780 

Cash dividend 

36 

36 

Income transfer 

108 


Balance c/d 

72 

3,744 


£108 

3,780 


£108 

3,780 

Balance b/d 


£3,744 






Shares in Z Co. Ltd. 




Income 

Corpus 


Income 

Corpus 

Estate Capital 


£500 

Cash—dividend 

14 

4 

Inc ome—transfer 

26 



12 





Balance c/d 


496 


1 £26 

600 


£26 

600 


Balance b/d 


£496 
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A. Jones and B. Smith— Mortgages. 



1 

Income 

Corpus^ 

Income 

Corpus 

Estate Capital 


£1,230; Cash—interest 





1,600| Jones 

15 

30 

Inc ome—^transfer 

105 

I Smith 

20 




, Jones 

30 

1 



1 Smith 

40 




1 j Cash—Sale 


2,760 



1 i Estate Capital—Loss 


40 


£105 

2,830j, 

£105 

2,830 


Commonwealth Loan. 



In(;omo 

Corpusi 

Income 

Corpus 

Estate Capital 


£2,60o| Cash—interest I 

20 

28 

Inc ome—transfer 

68 

' 1 

' 9f 99 

48 




! Balance c/d 


2,572 


£68 

2,600| 

£68 

2,600 


Balance b/d £2,572 


Estate Capital. 


Mortgages—Loss on Sale 
Funeral expenses . . 

Legal Expenses 

Probate Duty 

Estate Duty 

Balance c /d 

£40 

50 

63 

1,400 

800 

. 17,134 

Balance (net assets) 

£19,487 


£19,487 


£19,487 

Residue — 

A 1/4 

B 1/4 

C 1/4 

D’s Widow 1/8 

D’s Child No. 1 1/16 
D’s Child No.2 1/16 

4,283 10 - 

4.283 10 - 

4.283 10 - 

2,141 15 ~ 
1,070 17 6 

1,070 17 6 

Balance b/ d— 

17,134 

£17,134 - - 


£17,134 - - 

Shares in X Co. Ltd. 
Shares in Y Co. Ltd. 
Shares in Z Co. Ltd. 

Residuary 

Assets. 

£2,922 

3,744 

496 


Cash at Bank— 

Corpus ., ,. .. ., .. £3,600 

Income . • .. .. .. 415 

- 3,915 

Commonwealth Loan .. ,. ., ,. ,. ,, 2,572 


£13,649 


Note : 

It is presumed that the remaining assets would bo sold and distributed 
pro rata as per the will. 


FF 
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EXAMINATION QUESTIONS. 


Question 1. 

Colin Smith died on the 31st March, 1940, leaving amongst other Estate 
the following Investments :— 

1,000—£10 Shares fully paid in Bank N.S.W. Ltd. 

1,500—£10 „ „ „ „ Queensland Insce. Ltd. 

350—£10 „ „ „ „ Howard Smith Ltd. 

Each Comx)any*s financial year ended on 30th June. 

The Bank N.S.W. Ltd. paid quarterly Interim Dividends on 1st December, 
1939, Ist March, and 1st June, 1940, at 7^ per cent, per annum, Queensland 
Insurance Ltd., a half yearly Interim Dividend at the rate of 5 per cent, per 
annum, whilst Howard Smith Ltd. paid no Interim Dividend. 

When the accoimts of the throe Companies were made up, Dividends for the 
year at the rate of 10 per cent, were declared by each, the balance for the 
year to be payable on the 1st September, 1940. 

How would you deal with these in Smith’s Trust Books ? Show Ledger 
Accoimts. 

The Current Quoted Prices of the Shares at date of death were as under :— 

Bank N.S.W. Ltd.—£10 shares valued at £19 

Queensland Insurance Ltd.—£10 shares valued at £21. 

Howard Smith Ltd.—£10 shares valued at £12. 

Note. —Smith left a widow who was to have the income of the estate for life. 

(Sydney Technical (Udlege.) 


Question 2. 

A died on Juno 30. By his will he direc-ted that his widow was to receive 
the income from his estate during her lifetime, and, on her death, the estate 
was to be divided between his children. He directed his trustees to realise 
all the assets and invest the proceeds in Commonwealth Government Securi¬ 
ties. Included in the assets were 2,000 shares of £5 eacli fully paid in XY 
Ltd. During his lifetime A had received an interim dividend at the rate of 
25% per annum on these shares for the half-year ended April 30. For the 
year ended October 31, the Company declared a final dividend at the rate 
of 20% per annum, and this was paid on November 20. On November 30, 
the executors sold the shares at a premium of £5 per share. 

Show the apportionment between the widow and the remaindermen of the 
amounts received. 

(Commonwealth Institute of A ccountants.) 


Question 3. 

X is the executor under a will of a deceased estate. Ho informs you that 
the Testator died on January 31, 1945, and that all the debts, testamentary 
expenses, including probate and estate duties, and legacies have been paid 
in accordance with the will which provided that the residue was to be paid 
to deceased’s son upon the death of the widow to whom, during her lifetime, 
the income was payable. He asks your advice on the procedure ho should 
adopt in his accounts, as to Cajjital and Income, in respect of the following 
matters :— 

(a) Interest amounting to £60 received on Mortgage for quarter ended 
February 28, 1945. 

(b) Dividend of 7% on 1,000 Shares in A.C.Ltd. declared on January 31, 
1945, for the year ended December 21, 1944, and received on February 
28, 1945. 

(c) Final Dividend at the rate of 10% per annum on 5,000 fully paid 
shares in X.Y.Ltd. fbr the year ended March 31, 1945, and received 
April 30, 1945. On October 30, 1944, testator had received an 
interim dividend at the same rate. 

(d) Repairs involving substantial expenditure wore effected on a large 
dwelling, which has not been income producing, but is expected 
to be so in the near future. 

The advice tendered is required to be stated not in account but in narrat ve 
form. 


(Commonwealth Institute of Accountants.) 
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Question 4. 

The Trustee in the Estate of Josiah Heep, who died on 30th June, 1936, 
has, after payment of Funeral and Testamentary Expenses, Estate and 
Probate Duties and Debts, the following assets :— 

Cash at Bank— 

Jan. 1, 1937, Balance . . .. £8,670 

March 31, Net Proceeds £6,000, 4 per cent. 

bonds averaging £91 .. .. .. 4,550 13,220 

£2,000 4f per cent. Bonds, valued for probate at 

£96 . 1,900 

£16,120 


The Will provided :— 

(a) To his widow £8,000, to be paid out of the proceeds £10,000 4J per 
cent. Bonds. 

(b) To son John, £3,000 5 per cent, bonds. 

(c) To daughter Marge, £6,000 cash. 

(d) To his Trustee £750 cash. 

At the date of death securities were £4,980 4^ per cent, bonds (since con¬ 
verted to £5,000 4 per cent.) and £2,000 4i per cent, bonds. 

Prepare a Statement of Distribution of the Estate. 

{InternationalInstitute ojAccountants.) 


Question 5 . 

A. died on 30th June, 1938, the following being the position of the Estate 


House and land . . .. . . . . . . . . . . 3,000 

Mortgage secured on the above bearing interest at 6% p.a., due 
30/9/1940 (interest payable ^ yearly—1 quarter accrued 
at date of death) . . . . .. . . . . 1,000 

Household Furniture .. .. . . .. .. .. 600 

2,000 Fully paid shares in A. Transport Co. Ltd. . . . . 1,600 

Dividend thereon declared 28 /6 /1938, payable 15th July, 1938 100 

20,000 M. Debentures, 5% due 30/9/1943 (valued at par)— 

Interest payable J yearly .. .. .. .. 20,000 

Interest accrued thereon , . .. . . .. . . .. 260 

Fixed Deposit at Bank, 4% due 30/11 /1938, interest payable 

J yearly .. ,. .. .. .. .. .. 3,000 

Interest accrued thereon . . .. . . . . . . . . 10 

Cash ia Current A /c .. .. .. .. . . .. 500 

Small amounts due by Testator .. .. .. .. 60 


Funeral and Testamentary Expenses amoimted to £100, and a legacy of 
£100 was left to his Executor and Trustee as remuneration in full for ad¬ 
ministering the Estate. 

The furniture was left absolutely to the widow with the free use of the 
house for her lifetime. The net income from the Estate was to be divided 
equally between the widow and an only adult child. On the death of the 
widow the Estate was to pass to the child absolutely. 

All interest was received on due dates, and a further dividend of £100 was 
paid by the A. Transport Co. Ltd. on the 15th December, 1938. 

On Ist October the widow and the child received £150 each on account of 
income. 

On maturity the Fixed Deposit Receipt was renewed for one year. 

The widow died on 31st December, 1938, leaving all her estate to her sister. 

Prepare Estate accoimt. Income account and a statement showing the final 
distribution at date of death of the widow. 

{International Institute of A ccountants.) 
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Q'uesUon 6. 

John Blacky who died on 31st May, 1941, left an estate consisting of :— 

£ 

500 £16% Cumulative Preference Shares in X. Ltd. valued at.. 400 


2,000 £1 Ordinary Shares in W. Ltd. valued at .. .. 3,000 

1,000 £1 Ordinary Shares in U. Co. Ltd. valued at . . 1,500 

Loan on Mortgage to P.— 

Principal .. .. .. .. .. .. .. £1,000 

5 years’ arrears of interest 5% per annum . . ., 250 

Valued for Probate at .. .. . . . , .. . . 800 

Life Policy £2,000 with bonuses .. .. .. .. .. 2,500 

Subject to loan £400 and Interest thereon to date of death £8 
Warehouse property . . . . . . . . . . . . 5,000 

Liabilities, in addition to the loan on the life policy, were :— 

Income Taxes . . .. .. . . .. .. .. .. 450 

Personal and household liabilities . . . . . . . . 100 

A guarantee to the Bank on the overdrawn account of H. for 
£500 and interest. 

Due at date of death with interest .. .. . . . . 490 


The transactions to 30th November, 1941, were as follow :— 
1 /7 /41 Warehouse rent for quarter ended 30/9/41 received 
£125. Previous quarter’s rent was paid to deceased 
in April. 

31 /7 /41 W. Ltd. pays final dividend of 5% for year ended 
30/6/41, an interim dividend of 2^% having been 
paid prior to death. 

31/8/41 X. Ltd. pays 18%, representing dividend for year 
ended 30/6/41, together with two years’ arrears of 
dividend. 

The profits were wholly earned during the year ended 
30/6/41. 

31/8/41 Disposed of unsati.sfactory mortgage from P at a dis¬ 
count. Cash received 

30/9/41 U. Co. Ltd. pays a final dividend of 2^% for year 
ended 31 /8 /41, an interim dividend of 10% having 
been paid prior to death. 

30/9 /41 Insurance moneys received (net) 

W. Ltd. is absorbed by A.B. Ltd., the shareholders 
re<;eiving two £1 fully paid shares in the new com¬ 
pany for each share held in W. Ltd. The new 
shares are quoted at 25 /-. 

X. Ltd. has experienced an extraordinary expansion 
of business and profit ; the executors receive the 
“ rights ” to subscribe 500 new ordinary shares of 
£1 each. They sell 250 rights for 
and take up the balance at par, paying the full pur¬ 
chase price of 

U. Co. Ltd. makes a bonus issue of one (1) now £1 
share for every two held. After the bonus issue, 
the new and old shares are quoted at 25/-. The 
bonus issue was made wholly out of undistributed 
profits of the Company. 

30 /9 /42 Settled demand from Bank for H’s overdrawn account 
(including interest to date) in the sum of 
Paid Income Taxes 
Paid Personal Liabilities 
Paid Funeral Expenses 
Paid Death Duties 


909 


2,092 


62 10 

250 


£ 

490 

458 

100 

30 

.. 1,450 
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Probate was granted on 29th September and you are asked to prepare :— 

(a) Estate Cash Book. 

(b) Corpus Account. 

(c) A list of the capital assets in the hands of the executors at 30th 
September, 1941. 

Show against each item the book value. 

{Institute of Chartered Accountants in Australia.) 


Question 7, 

By the terms of the will of “ X,” who died several years ago, his estate 
was left to his four children in equal shares, subject to the stipulation that 
the eldest child should be entitled, until her death or prior marriage, to the 
net income of the estate and use of the testator’s suburban residence and 
furniture. 

The position of the estate at June 30, 1941, was :— 


Bank Income Account . . . . . . . . .. 19 

Bank Corpus Account . . . . . . . . . . 134 

Suburban Residence. . .. .. .. 1,800 

Household Furniture . . .. . . 321 

(Commonwealth Bonds . . . . . . . . 6,279 

Fixed Deposit . . .. .. .. .. .. 600 

Shares in “ A ” Company . . .. .. . . 65 

Debentures in “ A ” Company .. .. . . . . 100 

Advances to eldest daughter on account of her share of 

corpus . . . . .. .. .. . . . . 2,661 

Income Account— 

Balance Undistributed . . . . . . . . 19 

Melbourne Harbour Trust Debentures .. . . . . 1,500 

Victorian State Savings Bank Debentures .. . . 1,391 

Corpus Accomit .. .. .. .. . . . . 14,851 


£14,870 £14,870 


The eldest child died on September 30, 1941. As a result of the valuation 
of her estate for probate pmposes the following adjustments were effected 
in the values of the assets of the estate of “ X ” :— 


Suburban Residence. . 

. . Valued at 

£1,925 

Furniture 



31 

Shares in “ A ” Company . , 

Debentures in “ A ” Company 


99 

Nil 

• ■ >> 

99 

Nil 

Melbourne Harbour Trust Debentures 

• • yj 

9 

1,605 

Victorian State Savings Bank Debentures 

• • 


1,418 

Commonwealth Bonds 

• • 99 

99 

6,400 


Values of Debentures and Bonds do not include any accrued interest. 

In addition, at the date of the death of the eldest child, an amount of £54 
stood to her credit on her Income Account, and the interest accrued, but not 
yet received, amounted to £84. 

By the will of the deceased oldest child her estate was loft in ecjual portions 
to the remaining three beneficiaries of “ X ” and her e.state was declared for 
probate purposes as follows :— 

Assets. 

Furniture and Household Effects .. .. £43 

Life Policy with bonus additions . . .. 570 

Share of residue in estate of “ X . . 

Undistributed and accrued income from estate 'x To be ascertained 
of “ X ” .. .. .. .. . . / by candidate. 

Liabilities. 

Debts due at death .. .. . . . . £96 










464 


Executorship. 


The Furniture and Life Policy realised their declared value and, in addition 
to the satisfaction of the above liabilities, the executor paid funeral and testa 
mentary expenses, estate duties, and sundry charges, amounting to £148’ 

The remaining three beneficiaries agreed that upon the realisation of the 
suburban residence and furniture, and in order to avoid the realisation of 
the other investments, the whole of the assets of both estates should be divided, 
the investments being distributed in kind on the basis of their valuations at 
September 30, 1941, fractional adjustments to be a matter of private arrange¬ 
ment between them. 

Tlie house and furniture realised the adjusted values above stated, and the 
distribution of assets was fixed for December 31, 1941. 

Net Income received since the date of the death of the eldest child up to 
December 31, 1941, after allowing for the amount accrued at the date of her 
death, amounted to £75. 

The same beneficiary was the executor of each estate, and no executor’s 
remuneration was incurred. 

(a) Prepare Corpus Accounts for each astato, giving effect to the adjust¬ 
ments and transactions sot out and showing the position at date of 
distribution. 

(b) Show a statement of the proposed distribution amongst the three 
beneficiaries at December 31, 1941, distinguishing between cash 
and investments. 

{CorninomvealihInstitute of Accountants.) 


Question 8. 

Henry Brown died on 31st October, 1945. The sworn value of his Estate, 
disposed of by his will, consisting of the net value of £14,006, was made up 
as follows:— 

£ £ 

Household Furniture and Effects bequeathed to his 

wife, Ann, absolutely .. .. . . . . 560 

Life Insurance Policy and Bonuses received in 

December and paid into Bank . . . . 780 

Sundry debts due to Testator, all received during 

December, 1945 .. .. .. .. 180 

Cash in House, paid into Bank .. . . .. 31 

Cash at Bank of New South Wales . . 345 

5,000 £1 6% Preference Shares in Lower Bros. Ltd. 

(Dividend payable half yearly on 30th J une and 
31st December, at 21 /-) . . . . . . 5,2.50 

£1,000 Dorman Long & Co. Ltd. 5% Debentures 
at 95 — Interest payable 30th June and 31st 
December .. .. .. . . . . 950 

Leasehold Property, let at an annual rent of £300, 
payable half-yearly on 30th June and 31st 
December .. . . .. . . 5,000 

Freehold Property, let at an annual rental of £144, 
payable quarterly on 31st March-June-Sept.- 

Dec. 3,000 

- 16,096 

Less due to sundry tradespeople paid during Dec- £ 

ember, 1945 . . .. . . . . 90 

Loan on Mortgage of above Freehold Property at 

5% payable 30th June and 31st December 2,000 

- 2,090 


14,006 
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Testator left the Income of his estate to his wife during her lifetime. All 
rent, interest, and dividends had been received and paid when due. 

The Executor paid the Estate Duty on 30th November, £700, plus Interest 
thereon, £1 148.6d. Funeral Expenses were £66, and the Executorship expenses 
were paid in December on Income Account £12, on Capital Account £184. 

Write up Cash Book and prepare Estate Acooimt and Income Account 
and Balance Sheet on 31st December, 1946. 

{Sydney Technical College,) 


Question 9. 

George Brown died on 31st March, 1944. His estate consisted of :— 

Cash at bank, £260. 

Life Policies, £4,000. 

Cottage and land, £2,500 (the cottage is let at a quarterly rental of £60, 
payable in advance on 1st Jime, Ist September, 1st December and 
1st March). 

4% Fixed Deposit, £200 (the balance of an original deposit of £500), on 
' which interest is payable on 30th June and 31st December. 

Commonwealth 3% Loan, £5,000 (market price, £101 /£102), interest due 
Ist June and 1st December. 

600 £1 shares in XY Ltd., valued at 35/-. 

Personal effects, £120. 

Sundry liabilities, £45. 

6% Mortgage of £1,500 on cottage, interest payable quarterly on 31st 
January, 30th April, 31st July and 31st October. 

By his will Brown left :— 

The cottage and land to his daughter ; 

£300 from his fixed deposit to a public hospital ; 

The income from his shares and stock to his wife for life, with remainder 
to his son ; 

The residue to his son. 

Proceeds of the life policies and fixed deposit and interest to 30th June 
were collected on 2nd July. Interest on Commonwealth Loan and rent of 
cottage were received and mortgage interest paid on due dates. A final 
dividend of 6% on shares was received in July in respect of profits of XY Ltd. 
for the year ended 30th Jime, 1944. The company had declared an interim 
dividend of 8% in December, 1943. 

Repairs to the cottage, £38, were paid in August. The testator’s liabilities, 
funeral and testamentary expenses of £180, State Duties, £400, and Federal 
Estate Duties at 10% were paid in the same month. XY Ltd. paid an 
interim dividend of 10% in December, 1944, and a final dividend of 3% in 
July, 1945. 

The executor, in February, 1945, distributed the assets of the estate, 
excepting shares and Commonwealth Loan and cash, £300, which was retained 
in the estate bank accoimt. On Ist April, 1945, the widow died. Final 
distribution of the estate was completed in August, 1945. 

You are required to prepare a Corpus Account, Widow’s, Daughter’s and 
Son’s Accounts, and Executor’s Cash Book recording the transactions above. 
Apportionments should be calculated in months. 

{Association of Accountants of Australia,) 


Question 10. 


Richard Winter died on 3Ist March, 1947, leaving the following estate:— 

Assets — £ 

Cash in house .. .. .. .. .. .. .. .. 30 

Cash on Current Account .. .. .. .. .. .. 1,160 

Residence and Furniture .. .. .. .. .. .. 3,600 



466 


Executorship. 


Commonwealth 3^ per cent. Bonds nominal value £10,000 quoted at 
100-102 cum div. (interest payable Ist May and Ist November). 

4,000 6 per cent Cum Preference Shares of £1 each fully paid in Orient 
Co. Ltd., valued for probate at ISs. each. (No dividends had been received 
since that for company’s financial year ended 30th June, 1944.) 

Life Policy and Bonuses, £5,000. 

Fixed Deposit, £2,000 at 2^ per cent. 

(Interest payable half-yearly on 30th June and 31st December.) 

Loan on Second Mortgage to V. Byrne, £1,400 at 8 per cent, p.a., interest 
payable 31st January and 3Ist December (last payment received 31st January 
1946.) 

Manly Freehold valued at £6,000. 

(Let at £500 per annum, rent payable in advance half-yearly on 30th 
June and 31st December in each year.) 

Liabilities — £ 

Sundry Oedicors .. .. . - .. .. . . . • 20 

Income Tax Assessment .. .. . . .. . . .. 220 

Funeral Expenses .. .. .. .. .. .. .. 75 

Testator, by his will, made the following betpiosts free of all duties:— 
id) Widow—residence and furniture. 

(6) John Winter—his fixed deposit. 

(c) Mark Winter—£2.000 in cash. 

(d) Mathew Winter (brother)—his “ Atom ” car \ alned by testator at £1,000. 
(c) A. Rose (his gardener)—an annuity of £]()() payable on 30tli June in 

each year. 

(/) Residue of the estate and income therefrom were loft to the widow for 
life and thereafter to his two sons equally. 

It was ascertained that the “ Atom ” car was disposed of by the testator 
prior to his death for £1,200. 

A summary of the executor’s receipts and payments for the year ended 31st 
March, 1948, is as follows:— 


Beceipt.s. 

Interest on Commonwealth Bonds and Fixc<l Deposit on due dates. 

1947. 

May 20 Proceeds of life policy, £5,000. 

June 30 Rent on Manly Freehold, £250. 

Proceeds of sale of £.5,000 Commonwealth Bonds at par cum div. 
Sept. 30 Arrears of dividend on Orient Co. Ltd. shares, declared out of 
profits for financial year ended 30th June, 1947, £400 (extinguishing 
two years of the arrears). 

Nov. 30Proceeds from Loan on Mortgage to V. Byrne (see below), £1,416. 
Dec. 31 Rent Manly Freehold, £250. 

Payments. 

May 20 Sundry Creditors, £20. 

Income Tax, £220. 

Cash legacy to Mark Winter, £2,()00. 

Funeral Expenses, £75 
June 30 Annuity to A. Rose. 

Aug. 31 Estate and Probate Duties, £2,400. 

Nov. 30 Cost of installation of new hot water service in Manly Freehold, £90. 
Widow—on account income to date, £600. 

On 30th April, 1947, the executor handed the Residence and Furniture to 
the widow, and on 15th July, 1947, scuttled with John Winter what was due to 
him in respect of his legacy. 
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In respect of the Loan on Second Mortgage to V. Byrne, no interest had 
been received and the first Mortgagee entered into possession on 1st August, 
1947. Subsequently the property was sold and on 30th November, 1947, the 
executor of Winter’s estate received £1,416 (included in receipts above) from 
he proceeds, being balance available after satisfaction of debt due to the 
first Mortgagee. 

You are required to prepare as at 31st March, 1948— 

(i) Cash Book. 

(ii) Income Account. 

(iii) Loan on Mortgage Account. 

(iv) Commonwealth Bonds Account. 

Show all workings on a work sheet. 


{Sydney Technical College.) 




Appendix 


THE FORM AND CONTENTS OF ACCOUNTS OF 
ESTATES OF DECEASED PERSONS AND 
SIBULAR TRUSTS* 

The Council of the Institute of Chartered Accountants in England 
and Wales makes the following recommendations to members of the 
Institute in respect of the accounts of certain types of trust. WhiUt 
it is recognised that the form in which accounts are submitted is, 
subject to the observance of any legal considerations affecting the 
accounts, a matter within the discretion of the trustees, it is hoped 
that these recommendations as to what is regarded as the best 
practice will be helpful to members who act as trustees, or whose 
advice or assistance may be sought by trustees. 

The purposes for which trust accounts are prepared are in 
essence the same as those for which other accounts are prepared. 
These purj^oses are to record the transactions of persons entrusted 
with administration or management and to convey to interested 
parties information relating to those transactions and the position 
achieved thereby. In the case of executorship and similar trust 
accounts the interested parties will normally be the trustees, the 
persons entitled to life-interests and the ultimate beneficiaries. 
Information from the accounts may also be required for taxation 
and other purposes. 

In addition to being accountable for money and other assets 
coming into their hands, trustees are responsible for th® 
administration of the trust estate. The extent of their responsibility 
will therefore not be apparent unless the periodical accounts show 
both aspects. To show both aspects involves the recording of 
all the assets and liabilities of the estate, so that a balance sheet 
will show the position of the estate as a whole and not merely 
the position regarding those assets which have come into the hands 
of the trustees. In many cases it also involves the distinguishing of 
realised estate from unrealised estate. 

There is a fundamental distinction in executorship and similar 
trust accounts between transactions on ‘income’ account and 
those on ‘capital’ account. Unless this distinction is made clear in 
the periodical accounts they will not reveal the respective positions 
of life-tenants and remaindermen, whose interests may be conflicting. 
To make the distinction clear, it is necessary to prepare separate 

♦The recommendations contained herein are as published by Gee and Co. 
(Publishers) Ltd., London, on behalf of the Institute of Chartered Accountants 
in England and Wales. 
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capital accounts and income accounts and to distinguish in the 
balance sheet between capital and income items. 

Beneficiaries are frequently persons with little knowledge of 
accounting but with considerable interest in the trust estate or 
its income. The importance of simplicity and clarity in trust accounts 
cannot therefore be over-emphasised. The position shown by the 
balance sheet, the income account and the estate capital account 
will not readily be apparent if they are overloaded or obscured by 
detailed information. Details can conveniently be shown in schedules 
and subsidiary accounts, cross-referenced to the main accounts. 
In this way it is possible for trustees and beneficiaries to appreciate 
the general position of the estate as disclosed by the main accounts, 
whilst at the same time the totals included in those accounts are 
supported by full details for those who may be interested in particular 
items. The trustees may consider it desirable, in the interests of all 
parties, that they should sign the periodical accounts and that 
beneficiaries should formally signify agreement with their personal 
accounts. The adoption of this course is greatly facilitated by 
simplicity in the presentation of the ac^counts. 

Legal considerations, including questions such as equitable 
apportionment between (*apital and income, affect the accounts of 
trustees. It is therefore necessary for the trustees to have regard 
to all relevant statute and (^ase law and also to the terms of the 
will or other trust instrument, which may expressly exclude the 
operation of legal rules which would otherwise apply. This recom¬ 
mendation does not purport to deal with the legal aspects of such 
matters; these may need consideration by the trustees’ legal advisers. 

It may become necessary for trustees to satisfy the requirements, 
of a court of law. In such cases the requirements of the court will 
de])end upon the nature of the proceedings. Normally, the first 
concern of the court is in relation to the accountability of the 
trustees and the court may therefore require the trustees’ transactions 
to be examined in conjunction with the appropriate vouchers. 
This recommendation does not deal with the form in which accounts 
may be required by the court; but if the books and records are 
kept on the principles recommended below they should provide 
the information to enable the trustees to satisfy the court’s require¬ 
ments where it becomes necessary to do so at any time. 

Accountants are frequently called upon to prepare accounts 
for trustees. In such cases the accountants may deem it necessary 
to submit with the accounts, which are the responsibility of the 
trustees, a report explaining the principles adopted in their presentati on 
and drawing attention to particular factors, problems or outstanding 
matt<ers. This recommendation docs not deal with the form of 
such reports, although it may facilitate their preparation. Nor does 
the recommendation deal with the form of report required where 
accountants are called upon to audit accounts prepared by or 
for trustees. 

The recommendations below relate to the accounts of the estates 
of deceased persons and similar trusts. It will be understood that 
references to legacy and succession duties are not relevant in the 
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case of estates affected by the abolition of these duties by the Finance 
Act, 1949. In view of the considerable diversity of purposes for 
which and circumstances in which trusts are created, the recom¬ 
mendations may not apply fully throughout the entire field of 
trust accounts; but it is considered that in all trusts the fundamental 
principles do not differ in substance from those now recommended. 
It may be desirable to emphasise that trusts are so varied in their 
nature that there must be flexibility in the manner of presenting 
accounts. A standard form to suit every trust is neither practicable 
nor desirable. 


RECOMMENDATIONS 

It is therefore recommended that the following principles should 
normally be applied by members of the Institute in connection 
with the books and the preparation of accounts of estates of 
deceased persons and, with modification of detail or expression, 
the accounts of similar trusts: 

General Principles 

(1) The books should contain all the information from which, 
in the light of the trust documents and legal considerations, periodical 
statements of account can be prepared. They should give all the 
material that may be required at future dates (possibly long deferred) 
for any review of the transactions of the trustees. The only satis¬ 
factory way of achieving this is to keep the books on ordinary 
double-entry principles, the entries being detailed fully and supple¬ 
mented where appropriate by subsidiary records such as an 
investment register. 

(2) The periodical accounts prepared from such books should 
show not only the position at the accounting date, but also full 
information explaining the administration of both capital and 
income during the period from the commencement of the trust 
or since the last account. In addition to recording all transactions 
for the period under review, it may be desirable in certain cases to 
summarise the capital transactions from the inception of the trust 
to the date of the accounts. 

(3) Income and capital transactions should be segregated clearly. 
This may often be facilitated by the use of separate columns in 
cash books and ledgers. 

(4) Periodical accounts should normally consist of : 

(а) Balance sheet of the whole of the trust estate, including 
separate trusts arising out of the will or other trust 
instrument. 

(б) Estate capital account, summarising the transactions on 
capital account since the date of death or the last account, 
with separate accounts on a similar basis for any special 
funds. 

(c) Income account, with separate accounts for any special 
funds. 
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(d) Schedules and subsidiary accounts explaining in greater 
detail the major items appearing in the balance sheet, 
capital accounts and income accounts. 

(5) The balance sheet, the estate capital account and the income 
account should be presented in the simplest manner possible, all 
detail being relegated to the schedules and subsidiary accounts. 

Note. —It may be useful to include with the accounts an epitome 
of relevant provisions of the will or other trust instrument. 

(6) The date to which accounts are made up should be decided 
according to the circumstances and will not necessarily be the 
anniversary of the creation of the trust. As a general rule, having 
regard to the taxation liabilities of the trust and of the beneficiaries, 
it may be convenient for accounts to correspond with fiscal years; 
but in some cases it may be necessary for accounts to be made up 
to the anniversary of the date of death if the rules of law relating 
to equitable apportionments are applicable or if there are other 
special circumstances. The nature of the assets of the trust, the dates 
on which income is receivable, the due dates of annuities, are all 
factors that may affect the selection of the most convenient account¬ 
ing date. 

Balance Sheet 

Grouping 

(7) The various items in the balance sheet should be grouped 
under appropriate headings, so that significant totals are readily 
apparent. 

Distinction between capital and income 

(8) Items relating to capital should be distinguished from those 
relating to income, either by appropriate grouping to show the 
aggregate of each or by the use of separate capital and income 
columns. 

Comparative figures 

(9) Comparative figures should be included if they serve a useful 
purpose. Normally, however, the suj^porting schedules (in particular 
the investment schedules and the capital cash summary account 
recommended later) will be more informative than a comparison 
of total figures with those on the previous accounting date. 

Estate capital account 

(10) The capital account in the balance sheet should show the 
balance of the estate capital, so far as it has been ascertained after 
deducting distributions which have been made. In some cases it 
may be sufficient to show the net figure but in others it will be desir¬ 
able to show both the gross figure and the distributions to date. 

(11) Where the value of a material part of the estate has not 
been agreed for estate duty purposes the position should be explained 
by note. 
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Liabilities 

(12) Liabilities on capital account should include unpaid legacies, 
outstanding death duties that have been ascertained, unpaid debts, 
owing by the deceased and, so far as they relate to capital, adminis¬ 
tration expenses accrued due. 

(13) Balances due to life-tenants should be distinguished from 
other liabilities on income account. 

(14) All accruing liabilities on income account will normally 
have been brought into account (see paragraph (50)). Any material 
amounts not so brought in (for example, interest accruing on 
unascertained death duties) should be recorded by note. 

(15) A note should be made in respect of any known liabilities 
of which the amounts cannot be determined with substantial 
accuracy; for example, death duties in dispute or not yet calculable. 

(16) Contingent liabilities, such as contingent legacies and 
liabilities that may arise under guarantees given by the deceased,, 
should also be recorded by note. 

AsseU 

(17) Realised and unrealised estate should normally be dis¬ 
tinguished. This is particularly important if questions of equitable 
apportionment arise under the rules laid down by the court from 
time to time in decided cases. The distinction between realised and 
unrealised estate may cease to be necessary after all questions of 
equitable apportionment have been dealt with, even where invest¬ 
ments of the testator are retained by the trustees or appropriated 
to settled or other special funds. The distinction should, however, 
be maintained so long as any of the unrealised investments are of 
a kind which the trustees, though authorised to retain, would not 
have been authorised to purchase. 

(18) Subject to (19) bel ow, assets should be stated at the valuations 
adopted for estate duty purposes, or at cost to the estate. They 
should not be adjusted to values shown in the residuary account 
for legacy duty purposes, or to market values calculated for the 
purpose mentioned in (21) below. Where, however, special circum¬ 
stances arise, such as a partial division of the estate in specie, the 
assets as a whole may be revalued and the accounts may then 
continue on those valuation figures. 

(19) The valuations adopted for estate duty purposes will 
subsequently be reduced in the accounts where a proportion of 
income received after the date of death is treated as a realisation 
of capital (see paragraph (48)). Where statutory apportionments 
are excluded by the trust instrument, so that the whole of the 
income received is credited to income accoimt, it may nevertheless 
be necessary to adjust both the asset account and the estate capital 
account, especially if the proportion of income relating to the 
period up to the date of death is material; such an adjustment 
would always be required where, for estate duty purposes, accrued 
interest receivable had been added to the amount of a mortgage. 
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or the full amount of dividend had been added to shares quoted 
ex-dividend. 

(20) The nominal amounts of investments should not be used 
as values for accounting purposes. They should, however, be noted 
in the supporting schedules (see paragraph 63 (a)). 

(21) Quoted and unquoted investments should be segregated 
and the aggregate market value of the quoted investments stated 
by note. The details in relation to each investment should appear 
in the schedules supporting the balance sheet totals. 

(22) it may be desirable to make a further classification of 
investments showing a separate group total for each class; for 
example, properties, trustee stocks, other stocks, mortgages. 

(23) The composition of cash and bank balances as between 
capital, income and special funds should be shown. If the grouping 
adopted for the balance sheet as between capital, income and special 
funds makes it necessary, one bank balance will have to be divided 
so that the appropriate amounts appear under their proper headings 
in the balance sheet. 

(24) A note should be made in respect of any known assets 
of which the amounts cannot be determined with substantial 
accuracy; for example, reversions and claims for damages. 

Special funds 

(26) Where special funds arise by reason of the existence of 
separate trusts or settled funds within the main administration, 
the capital and fiabihties of such special funds should be stated 
under separate headings and the corresponding assets should also 
be stated separately. 

Estate Capital Account 

(26) The estate capital account should explain in appropriate 
detail the capital account balance shown in the balance sheet. 

Assets and liabilities at date of death 

(27) For the first accounting period the capital account should 
show the assets and liabilities at the figures included for estate 
duty purposes, a balance being struck to show the net estate as 
declared for duty and sub-divided, if necessary, to show: 

(a) property liable to duty; 

(h) property not liable until falling into possession; 

(c) property exempt from duty. 

(28) Changes arising from corrective affidavits in subsequent 
accounting periods should be brought into account in those periods. 

Estate duty 

(29) Where appropriate the capital account should show the 
total on which estate duty is payable, the rate of duty and the 
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amount paid; also, the information relating to estate duty should 
include matters such as the lower rate of duty applicable to agricul¬ 
tural property, marginal relief and a reference to any property which 
is aggregable for duty purposes though not forming part of the 
estate for which the trustees are accountable. 

(30) In some cases the agreement of valuations for estate duty 
purposes may be a protracted matter extending over several years; 
for example, where the estate includes unquoted shares, shares in 
controlled companies, business goodwill or unusual complications. 
Where such a position arises the fact of the estate duty being 
provisional should be stated with an indication,where appropriate 
and practicable, whether the outstanding amount involved may 
be material. 

(31) Any other material matters affecting the estate duty should 
also be stated in the capital account. 


Trm t e es' tranm c ti ons 

(32) The capital account should record, suitably classified 
and in adequate detail, the transactions of the trustees showing 
the extemt to which the estate has been increased (for example, by 
surpluses on realisations) and decreased by the payment of estate 
and succession duties, administration expenses, legacies and by 
appropriations to special funds, deficiencies on realisations, or 
otherwise. 


App orti onrnen ts 

(33) The provisions of the trust instrument as affecting statutory 
and equitable apportionments should be observed. 

(34) Normally the capital account is not affected by the receipt 
of income of which a proportion relates to the period up to the date 
of death (see paragraph (48)). Where, however, statutory apportion¬ 
ments are excluded by the trust instrument it may be necessary to 
make an adjustment to both the capital account and the relevant 
asset account (see paragraph (19). 

(35) Where it has been necessary to make an equitable 
apportionment any amount credited to capital should be stated 
separately. 

(36) Where there have been payments of succession duty or 
legacy duty, an indication should be given of whether the whole 
has been charged to capital or whether some part has been 
apportioned to income. 

Outstanding liabilities 

(37) All outstanding liabilities of material amount affecting 
the capital account should normally be provided for. (Liabilities 
not provided for should be noted on the balance sheet, as stated in 
paragraphs (15) and (16)). 

OG 
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Comparative figures 

(38) Comparative figures for the preceding period will not 
normally serve a useful purpose in the capital account. 

Cumulative totals 

(39) Cumulative totals from the commencement of the trust 
should be included where it is of advantage to do so. 

Special funds 

(40) Special funds, dealt with separately in the balance sheet, 
should have their separate capital accounts. 

Income Account 

(41) The income account should be presented in such a form 
as to give a clear disclosure of the transactions of the period and 
the amount available for division. 

(42) All items involving considerable detail, such as investment 
income, should be included in total only, with appropriate reference 
to supporting schedules. 

(43) The selection of a suitable accounting date (see paragraph (6)) 
should be regarded as an imj)ortant factor in the presentation of 
the income account ; for example, where the question of annuities 
and the income from which they are paid arises. 

Income 

(44) The income account should normally include all income 
received within the period of the account. 

(45) The trustees are not normally required to account for income 
until it has been received, so that the account should not include 
income which though due at the accounting date has not been 
received. Where however a material item of income, due and 
normally received within the accounting period, has not bc^en 
received, it may be desirable, in order to avoid distortion, to 
include the amount due with a corresponding debtor item in the 
balance sheet, provided it has since been received; if this is not 
done the account should indicate by note the item which has not 
been so included. 

(46) Items such as rents collected but still in the hands of agents 
should be regarded for accounting purposes as having been received 
by them on behalf of the trustees and therefore brought into the 
income account with a corresponding item of debtors in the balance 
sheet. 

(47) Items should be grouped in appropriate classification; 
for example, interest on government securities, dividends, interest 
on mortgages, rents, business profits, credits from realised capital 
on equitable apportionments. 

(48) Where income is received which relates to a period partly 
before and partly after the date of death, the income account should 
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be credited only with the proportion which has accrued since that 
date, unless there are contrary instructions in the trust instrument. 
The balance should be treated as a realisation of capital and 
credited to the relevant asset account. This principle applies whether 
an apportionment was included specifically in the valuation for 
estate duty purposes or was deemed to be included in the valuation 
of investments at the date of death. 

(49) Dividends, interest and other income received under 
deduction of tax should normally be stated at the gross amount 
(see paragraph (52)). 

Expenditure 

(50) The income account should include all amounts payable 
in respect of the accounting period, including amounts accrued 
up to the accounting date but not then due for payment. This 
accrual basis should normally be applied to all items, including 
annuities, chargeable to the income account. 

(51) Items of expenditure should be grouped in appropriate 
classification; for example, annuities, interest on estate and 
succession duties, interest on bank overdraft, transfers to capital 
as a result of equitable apportionments, income-tax, administration 
expenses, succession duty (if any) apportioned to income and any 
legacy duties chargeable to income (indicating whether any part 
of the legacy duty on the residuary account, representing duty on 
income falling into the residuary estate, has been charged to income). 

Income-tax 

(52) The charge for income-tax should normally represent the 
full charge falling on the estate income, namely, tax under direct 
assessments plus tax deducted at source less tax recovered under 
repayment claims by the trustees and tax deducted from payments. 
This necessitates the inclusion of interest, annuities and similar 
items at the gross amount (whether or not tax was deducted by 
the trustees) and the inclusion of income at the gross amount 
(whether or not received less tax). Such treatment, besides showing 
the true incidence of income-tax on the trust income, facilitates 
comparisons with income and expenditure of other periods. 

(53) If the income-tax details are considerable it is desirable to 
show them in a separate schedule. 

(54) Where the income-tax charge arrived at in accordance with 
(52) above does not represent income-tax at the standard rate on 
the estate income, the position should be explained by note or 
narration and if necessary in the schedule. This position may arise, 
for example, where trustees pay income-tax under direct assessments 
after deduction of life-tenants’ personal allowances, or where 
foreign income or other complications arise. 

(55) In some cases it may not be practicable to follow the normal 
procedure referred to in (52) above; for example, where there are 
special difficulties arising from annuities free of income-tax and 
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sur-tax. In such cases the income account should indicate clearly 
the treatment adopted. 

Balance of income 

(56) The income account should show the balance available 
after meeting expenditure chargeable against income and the 
manner in which the balance has been applied by the trustees; for 
example, amounts divided amongst the beneficiaries and transfers 
to accumulations accounts, indicating the bases of division in 
cases such as those where adjustment is required for interest on 
advances of capital to beneficiaries. 

Comparative fignres 

(57) Comparative figures of income and of expenditure for the 
preceding accounting period should be stated if ap})ropriate. 

Schedules and Subsidiary Accounts 

(58) Whenever possible, detail should be relegated to schedules 
and subsidiary accounts, leaving only the significant totals in the 
main accounts. 

(59) Appropriate cross-references should be given both in the 
main and the subsidiary documents. 

Investments 

(60) Unless investments are so few that they can be detailed 
conveniently in the main accounts, a separate schedule should 
be prepared. 

(61) The schedule should be so drawn as to enable totals in 
the main accounts to be identified readily. The grouping of the 
items in the schedule should therefore correspond with the grouping 
adopted in the balance sheet and it may be necessary to have more 
than one schedule. 

(62) Special funds dealt with separately in the balance sheet or 
income account should in any case have their separate schedules. 

(63) The following information should be given in the investment 
schedule(s), either in detail or by appropriate summaries, by the 
use of separate columns or otherwise: 

(a) Descrij)tion and nominal amounts of investments, with 
estate duty value in the case of the testator’s investments 
(see paragraph (18)) and cost or other book amounts of 
the trustees’ investments; also, in the case of all quoted 
investments, the market value on the accounting date. 

{b) In the case of mortgages, details of the amount, security, 
rate of interest and due date thereof, with particulars of 
any arrears of interest. 

(c) The gross amount, the income-tax deducted and the net 
amount of interest and dividends. 
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(d) The periods in respect of which income has been received 
and the rates of dividend, with any appropriate comments^ 

(c) Purchases and sales of investments during the period and 
any surpluses or deficits arising on realisation. 

(/) Statutory apportionments of dividends between capital 
and income, shown item by item. (Equitable apportionments 
do not usually fall to be dealt with item by item. Any 
entries in the capital and income accounts for these 
apportionments should be explained by narration or by 
reference to a separate schedule if appropriate.) 

(g) In the case of real estate and leasehold estate, the e^^atc 
duty value or cost or other book amount where avails, ble, 
with such details as tenure held, property expenses suitably 
analysed, rents received and particulars of any arrears. 

Accounts with beneficiaries 

(64) Accounts with beneficiaries should normally be presented. 
This is particularly important where the details are involved; for 
example, where there are periodical payments on account of income,, 
accumulations accounts, maintenance accounts, or other special 
complications. 

Capital cash summary account 

(65) A capital cash summary account, containing in summarised 
form all significant information regarding the receipts and payments 
on capital account during the period covered by the accounts, should 
be presented where it is desirable to do so. The information shown 
by such a summary account will not normally be apparent in the 
estate capital account, which includes transactions other than 
receipts and payments. The summary account therefore provides 
a link between the capital cash shown in the balance sheet and that 
shown in the previous balance sheet. 

Other schedules 

(66) Examples of other matters for which separate schedules 
should be prepared, where the detail involved makes it desirable, 
are the following: 

(а) Debts due by the deceased, giving suitable particulars 
where the amounts paid differ from probate figures. 

(б) Debts due to the deceased, giving suitable particulars 
where the amounts received differ from probate figures. 

(c) Executorship or administration expenses on both income 
and capital accounts. 

(d) Pecuniary and specific legacies, showing the rates and 
amounts of legacy duty, the legacies paid or satisfied and 
whether the estate or the legatees were liable for the duty. 


(I2th August 1949.) 
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historical record, 4 
monetary, 4 
period, 7 

recognition of law, 9 
Corpus, 380 
Creditors 

in bankruptcy, see Bankruptcy 
lic^uidation of companies, 189 

Cum. div., 380 

valuation of assets in deceased 
estate, 380, 388, 410 
Cumulative Preference 
dividends, re deceased estate, 400 
shares, 147, 183 
Current Assets, 89 
Current Liabilities, 89 

D 

Death Duty, 380 
Death of Partner, 29 
Debentures 

discharge of on absorption, 160, 
161 

expenses on issue of, 77, 78 
stated separately in balance sheet, 
88 

Deferred Claims 

in bankruptcy, 344 

Deferred Shares, 147 

Deficiency Account 

in ban^uptcy 
form for, 334 
nature of, 363 
in liquidation of 

companies, 196 et seq. 

Defunct Companies, 183 
Devise, 381 

Directors 

report of, 84 
loans to, 82 

Disclosure 

doctrine of, 11 

Distribution of Estate 

in intestacy, 440 et seq. 

Dividend Register, 69, 71 
Dividends 

receipt of in deceased estate, 398 
treatment of in consolidated state¬ 
ments, 243, 264 

Doctrines 
of Accounting 

conservatism, 10 
consistency, 11 
disclosure, 11 
materiality, 13 
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E 

Earl of Chesterfield’s Trust 

rule re, 429 

Entity Convention, 3 
Equitable Apportionment, 422 
Estate Duty, 380 
Ex div. 

valuation of assets in deceased 
estate, 388 

Executorship 

abatement, 380, 433 
accounts re, 390 
ademption of legacy, 380, 433 
administrator, 380, 440 
advancements, 440 
Allhusen v. Whittell, 427 
annuity, apportionment of, 428 
apportionment, 380, 396, 422 
assets, valuation of for probate, 385 
Atkinson, In re, 422 
bequests, payment of, 403 
bonus shares, 400 
books, re, 390 
business trading, 401 
Brown v. Perkins, 428 
Chartered Institute, recommen¬ 
dations re, 469 
commission, 403 
corpus, 380 

cum. div., 380, 388, 410 
valuation of assets, 388 
cumulative preference dividends, 
400 

death duty, 380 
debts of estate, 395 
devise, 433 

distribution of estate, 435 et aeq. 
dividends, 398 

Earl of Chesterfield’s Trusts, 429 
equitable apportionment, 422 
estate duty, 380 
ex div., 381 

valuation of assets, 388 
executor, 381 

compared with administrator, 
440 

duties of, 383 
foreclosure, 423 
funeral expenses, 403 
hotchpot, 446 

Howe V. Lord Dairtmouth, 428 
income, 396 

apportionment of, 396 
not apportionable, 401 
interest, apportionment of, 396 
interest on legacies, 434 
interim dividend, 398 
intestacy, 381 

distribution of estate on, 440 
investments, 
change of, 410 
purchase of, 411 
sale of, 410 
land tax, 403 


Executorship —continued 
legacy, 381, 432 
abatement of, 433 
ademption of, 433 
classes of, 432 
demonstrative, 433 
encrumbances on, 435 
general, 432 
interest on, 434 
lapse of, 434 
pecuniary, 432 
specific, 432 
subject to duty, 437 
letters of administration, 381 
life tenant, 382, 432 
minors, 448 

mortgaged property, sale of, 422 
mortgagee in possession, 423 
partnorsliip, apportionment of pro¬ 
fits in, 401 

payments, apportionment of, 402 
personalty, 382 
preference dividends, 400 
probate, 382, 383 
duty, 384 

statement, 382, 385 
valuation of assets, 385 
rates, apportionment of, 403 
realty, 382 

recommendations of Chartered 
Institute re, 469 
remainderman, 382 
rents, apportionment of, 397, 401 
repairs, apportionmen of, 403 
residue, 382 
sale of investments, 410 
Statutes of Distribution, 441 
testamentary expenses, 382, 403 
testator, 382 
trusts for minors, 448 
trustee, 382 

as mortgagee in possession, 423 
valuation of assets for probate, 385 
wasting property, 428 
will, 383 

F 

Fixed Assets, 89 

Fixed Charge, 183 

Floating Charge, 

in liquidation, 183, 192 

Foreclosure 

in deceased estates, 423 

Fully Secured Creditors 

in bankruptcy, 329, 335 

G 

Gamer v. Murray, 19, 40 
Goodwill 

on absorption of companies, 153 
consolidation, 237 
stated separately in balance sheet 
of company. 77, 78, 90 
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H 

Holding Companies {and see Con¬ 
solidated Statements) 

advantages of. 219 
and subsidiary companies, 218 et 
seq» 

annual statements of, 224 

methods adopted in presenting, 
225 

creation of, 219 
definition of, 222 
disadvantages of, 220 
dividends from subsidiary, in books 
of holding company, 237 
statutory provisions rc, 224 et aeq. 
subsidiary companies re. 218 

Hotchpot, 446 

Howe V. Lord Dartmouth 

rule re, 428 

I 

Income 

of deceased estate, 396 
apportionment of, 396, 401 

Income Tax 

priority of, in bankruptcy. 338 
liquidation of company, 190 
treatment of in books of company, 
91 

Increase of Capital, 125 

Insolvency, see Bankruptcy 

Institute of Chartered Accountants 
in Australia 

recommendations of, rc, 
balance sheet, 86 

capital expenditure, 89 
contingent liabilities, 89 
current assets, 89 
current liabilities, 89 
debentures, 88 
fixed assets, 89 
headings to, 86 
intangibles, 90 
investments, 89 
long-term liabilities, 88 
mortgages, 88 
provisions, 89, 92 
reserves, 88, 92 
share capital, 88 
subsidiaries, 89 
comparative figures, 86 
consolidated statements, 228 
headings to balance sheet, 86 
holding companies, 228 
proposed appropriations, 86 
provisions, 89, 92 
reserves, 88 
revenue statements, 90 
share capital, 88 
subsidiary companies, 228 
taxation, treatment of, 91 
Institute of Chartered Accountants in 
England and Wales 
recommendations re accounts of 
estates, 469 


Insurance Policies 
re partnership, 30 
Intangible Assets, 90 
Interest 

apportionment of, 396 
on legacies, 434 
Interim Dividend 
in deceased estate, 398 
Intestacy, see Executorship 
Investments 

in balance sheet of company, 89 
in deceased estate, see Executor¬ 
ship 

of holding company in subsidiary 
89, 230 

L 

Legacies, see Executorship 
Letters of Administration, 381 
Liabilities 

grouping of in balance sheet, 88, 89 
Life Tenant, 382, 432 
Liquidation of Companies 
accounts of liquidator, 200 
apportionment of loss of capital, 
187, 201, 202, 203, 204 
clerk or servant, 189, 192 
compulsory, 184 
contributories, see Contributories 
costs of liquidation, 189 
creditors claims, 189 
deficiency account, 196 
directors’ fees. 192 
distribution of balance of cash, 201 
effect of, 185 

fioating charge, liabilities secured 
by, 192 

inability to pay debts, 185 
income tax, priority of, 190 
land tax, priority of, 190 
methods of, 184 
nature of, 183 
pay roll tax, 191 
preferential creditors, 189 
rent, priority of, 191 
sales tax, 191 
secretary’s salary, 192 
statement of affairs, 192 
form of, 194 

as regards contributories, 195 
creditors, 194 

statement of receipts and payments, 
200 et seq. 

subject to supervision of court, 184 
voluntary, 183 

wages and salaries, priority of, 189 
workers compensation, 191 

Loans to Directors, 82 

M 

Matching Costs and Revenue, 14 
Materiality 

doctrine of, 13 « 
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Minority Interest 

in consolidated statement, 233, 238, 
279 

Minute Books, 61, 64 
Mortgaged Property 

in deceased estate, 422, 423 

N 

Notional Loss 

re partnership, 30 

P 

Partly Secured Creditors 
in bankruptcy, 330, 335 
Partnership 

accoimt current and, 35 
admission of partner policies rc,34 
annuity, 32 

apportionment of profits of, for 
deceased estate, 401 
acquiring an interest, 27 
assuran<*e f)oli<!ies rc, 30 
bankruptcy of 76 
death of partner, 20 
distribution by instalments, 39 
Garner v. Murray, 19 
insurance policies re. 30 
interest on ca[)ital, 19 
advances, 19 
joint policies rc, 31 
notional loss, 39 
operating problems, 19 
payment of liabilities, 43 
purchase of annuity, 32 
retirement, 2i) 

Period Convention, 7 
Personalty, 382 
Preferences 
in bankruptcy, 341 
Preference Shares 
adjustment of rights of, 186 
arrears of dividends of, in winding 
up, 186 

definitions, 147, 148 
redeemable, 77, 78 
Preferential Creditors 
in bankruptcy, 336 

liquidation of company, 189 
Preliminary Expenses 
definition of, 148 

to bo stated separately in balance 
sheet, 77, 78 

Premium on Shares 

on absorption, 153 

Presentation 

of published statements of com¬ 
panies, 73 et aeq. 

Probate, see Executorship 
Profit and Loss Account 
consolidated, see Consolidated 
Statements 

of companies, see Published State¬ 
ments of Companies 


Profits 

holding and subsidiary companies,. 

see Consolidated Statements 
Property 

available for creditors in bank¬ 
ruptcy, 341 

Provisions, 89, 92 

Published Statements of Companies 

balance sheet 

auditors report attached, 79 
contents of, 76 
declarations rc, 81 
directors report, and, 84 
display of, 81 
form of, 79, 85, 88 
loans to directors in, 82 
modern methods of presentation, 
88, 93, 95 

presentation of, 75, 88 
“ private,” 81 

recommendations of Institute of 
(-bartered Accountants re, 85 
et aeq. 

reserve fund in, 81 
right to receive, 79 
signing of, 70 

syjecimen, 06, 97, 99 et aeq. 
vertical, 95, 103, 105, 107 
directors’ report, 84 
disclosure of information in, 91 
modern innovations, 93 
presentation of, 75, 88 
profit and loss account, 76, 76 
revenue statement, 

statutory provisions re, 75, 76 
contents of, 75, 76 
recommendations of Institute of 
Chartered Accountants re, 90 
directors, in, 86 
specimen 99 et aeq. 
vortical, 102, 104, 106, 114, 117, 
119 

specimen balance sheet, 96, 97, 99 
et aeq. 

statutory provisions re, 75 

R 

Realty, 382 

Receipts and Payments Account 

liquidators, 200 

Redeemable Preference Shares, 77, 88 

Reconstruction of Companies 
nature of, 148 et aeq, 
and see Amalgamation of Com¬ 
panies 

Absorption of Companies 

Reduction of Capital, see Share Capital 
Register 

of debenture holders, 61, 63 
directors, 60 
members, 56 et aeq. 
mortgages and charges, 61, 62 
transfers, 66, 68 
unclaimed moneys, 64, 65 
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Remainderman, 382 
Reserves 

directors* recommendations rc, 86, 
funds, 81, 93 

recommendations of Institute re, 
88, 92 

Residuary Estate, 382 
Retirement of Partner, 29 
Revenue Expenditure 

difference between and capital 
expenditure, 15 

Revenue Statement 
consolidated, see Consolidated 
Statements 

of companies, see Published State¬ 
ments of Companies 

S 

Seal Register, 69 
Set off 

by contributories, 186 
in bankruptcy, 344 
Share Capital 
alteration of, 124 

authorised, to be stated in balance 
sheet, 76, S8 
consolidation of, 125 
expenses on issue of, stated in 
balance sheet, 77, 78 
increase of, 125 

issued, stated in balance sheet, 
76, 88 

loss of, in liquidation, 187 
reduction of, 125 

cancelling unallotted shares, 125, 
126 

reduction of uncalled, 125, 126 
refunding paid up, 125, 127 
statement of, 128 
statutory provisions re, 125 
writing off lost, 125, 127 
statement of in balance sheet. 76, 88 
subdivision of, 125 

Statement of Affairs 

in bankruptcy 
assets side, 340 

compared with balance sheet, 326 


Statement of Affairs—rordmt/rd 

creditors 

fully secured, 329, 335 
contingent, 331, 336 
partly secured, 330, 335 
preferential, 336 
unsecured, 328, 335 
form of, 327 
liabilities side, 335 
nature of, 325 
schedules re, 328 et seq. 
in liquidation of companies, see 
Liquidation of Companies 
Statement of Receipts and Payments 
of liquidator, 200 et 8C>q, 

Statutes of Distribution, 125 et se^f. 
Subsidiary Companies 
See Holding Companies 

Consolidated Statements 

T 

Taxation 

priority of in bankruptcy, 338 
liquidation, 190 
treatment of in accounts, 91 

Testamentary Expenses, 382 

Testator, 100 

Trustee 

in bankruptcy, see Bankruptcy 
deceased estate, see Executorship 

V 

Valuation of assets 
for probate, 385 
Voluntary Liquidation 

of company, 183 

W 

Wasting Property 
in deceased estate. 428 
Will, 383 
Winding Up 

of companies, see Liquidation of 
Companies 
Working Capital, 95 
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